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You can see how every Sensimatic feature contributes 
to the volume-handling velocity of these superb new 
accounting tools. You can translate this into more 
efficient, more economical figure-fact, production in 
your business. Next step is to learn how little your 
Sensimatic will cost. Why not take it... why not 
call your Burroughs man now? Burroughs Adding 
Machine of Canada, Limited, Windsor, Ontario. 


Burroughs 


A carriage that’s all automatic— 


Carriage opens, closes and forms 
are spaced by automatic Sensi- 
matic control. All movements 
are motor-driven for fast, quiet, 
smooth operation. Transparent 
slip-proof form guides are easily 
moved, easily adapted ... give 
complete, all-operation visibility. 


A keyboard that's simple as ABC— 


All Sensimatic keyboards feature 
square keys with “Finger-tip Fit.” 
Key pressure is scientifically correct 
for swift and simple operation. Keys 
and motor bar can be depressed 
simultaneously for extra speed. 
Automatic functions can also be 
controlled from the keyboard. 





A mechanism that thinks the job through— 


This “mechanical brain” sensing 
panel directs the Sensimatic through 
every figuring operation and car- 
riage movement . . . enables it to 
compute while in motion for greater 
speed. Any four jobs to a panel— 
any number of panels to a machine 
—means unlimited versatility. 


Now there are three! _~ 


Sensimatie 300 -with 11 totals 
Sensimatic 200 with $ totals 
Sensimatic 100 with 2:torals 
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Developing An Investment Policy 


Chartered accountants responsible for develop- 
ing an investment policy for corporation and 
institutional funds are invited to use the 
statistical and analytical services supplied by 
our organization. 


When investing personal funds, the same 
services are at your disposal. 

An enquiry to any of our offices will bring 
prompt attention to your investment problems. 


Stock Exchange Orders Executed 


Wood, Gundy & Company 
Limited 
Toronto Montreal Winnipeg Vancouver 
Ottawa Hamilton London, Ont. Kitchener Quebec 
Regina Edmonton New Westminster Victoria 
New York Chicago Halifax London, Eng. 


Save time with 


Multigraph 


SIMPLIFIED BUSINESS SYSTEMS 


Office tasks that used to mean delays — assemb- 
ling, inter-leaving and correcting carbon copies, 
needless typing and retyping — are eliminated by 
Multigraph's exclusive Multilith process and new re- 
producing masters. Multigraph saves time — saves 


money. 


ADDRESSOGRAPH-MULTIGRAPH 


of Canada Limited 
TORONTO ONTARIO 


Sales and Service Branches Across Canada 
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National Posting Machine in office of Stry Credit Union. 


“Our NATIONAL POSTING MACHINE 


has helped us in handling 
our CREDIT UNION BUSINESS” 


— says Mr. J. G. Chausse, Treasurer-Manager, Stry 
Credit Union, 125 East 8th Avenue, Vancouver, B.C. 


“Our National Posting Machine has con- 
served the time and effort of our staff and 
has also systematized our office routine to 
such an extent that we are certainly glad 
to say that it has given us help in hand- 
ling our Credit Union Business,” writes 
Mt. Cnausse. 


“As we are recognized as one of the largest 
Credit Unions in British Columbia, we 
have to consider our future growth and 
expansion—and we feel that with the as- 
sistance of the National Posting Machine 
our work will be greatly lessened.” 


THE NATIONAL CASH REGISTER COMPANY 


OF CANADA LIMITED 


In a single operation, a National Posting 
Machine posts pass card and ledger card, 
prints verifications on the posting-voucher 
and a record of each posting on the audit 
sheet automatically accumulates the 
amount in locked-in totals. Have your 
nearest National representative show you 
how the National Posting Machine can 
give you complete mechanical control of 
your business or accounts. He will gladly 
survey your present methods and recom- 
mend a system—at an economic price— 
exactly suited to your needs. 


Nattonal 
CASH REGISTERS - ADDING MACHINES 
ACCOUNTING MACHINES 


Sales Offices in Principal Cities 


















PRACTICE WANTED 


Chartered accountant wishes to pur- 
chase practice in Vancouver with a 
view to expanding present office. Part- 
nership or agreement or succession will 
be considered. Box 279, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 





















PRACTICE WANTED 
Practising chartered accountant wishes 
to acquire medium or small practice in 
Ontario. Reply Box 285, The Canadian 
Chartered Accountant, 10 Adelaide 
Street E., Toronto, Ont. 















JEWISH 
CHARTERED ACCOUNTANT 
Seeks to purchase Montreal practice. 
Partnership leading to ultimate pur- 
chase would be preferred. Box 282 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 












COMPTABLE AGREE 
Ayant clientéle rapportant environ 
$5,000 par année, désirerait s’associer 
avec firme de Montréal. Box 286, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 

















PARTNER REQUIRED 


Chartered accountant with growing 
practice in Montreal and district would 
contact person having qualification for 
partnership, consisting of some pro- 
fessional connections with view to 
partnership, or purchase, amalgama- 
tion, or succession of practice. Box 
287, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 





















C.A. STUDENT 


Expanding C.A. firm in Niagara Penin- 
sula requires fourth or fifth year stu- 
dent. Reply with full details and re- 
cent photograph to Box 280, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 
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SECRETARY-TREASURER 
REQUIRED 


For subsidiary of a British company. 
Head Office in Montreal. Applicants 
should have a minimum of ten years 
industrial experience and preference 
will be given to chartered accountants 
with some years professional experi- 
ence both in Britain and in Canada. 
Salary range $7,500 to $10,000. Please 
reply giving full details of professional 
and industrial experience to Peat, Mar- 
wick, Mitchell & Co., 901 Victoria 
Square, Montreal, Quebec. 











C.A. WANTED 


Recent graduate or senior student inter- 
ested in making public accounting his 
career wanted by young progressive 
firm of chartered accountants in Toron- 
to. Reply in confidence stating experi- 
ence, salary required, etc. Box 281, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


C.A. REQUIRED 


Young chartered accountant required 
for diversified practice offering excel- 
lent opportunity. Applicant should 
possess experience in income tax law. 
Address reply outlining qualifications 
and experience to McIntosh, McVicar 
& Dinsley, 510 W. Hastings St., Van- 
couver 2, B.C. 








SENIOR EXECUTIVE AVAILABLE 


Chartered accountant, age 35 years, 
married, desires greater opportunities 
and responsibilities in a commercial ot 
manufacturing company. Have experi- 
ence in organization of accounting sys- 
tems, employing personnel, arranging 
company finances and preparing finan- 
cial statements over a period of 10 
years. Box 283, The Canadian Char- 
tered Accountant, 10 Adelaide St. 


E., Toronto, Ont. 
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HIGHER ACCOUNTING 


. . . and ALLIED SUBJECTS 
taught 


The SHAW way — the SURE way 


Write to Dept. CA for Catalogue and any special information you desire. 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto KI. 3165-6-7 


Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.6&¢J. TAYLOR Limiteo 


ToRONTO SAFE works 
TORONTO - MONTREAL - WINNIPEG - VANCOUVER 





These words apply to every single ownership 
business when the owner has not taken proper 
steps to protect his equity in the business when 
he dies. 


The surest way to protect a business equity is to have sufficient 
business life insurance to provide— 


. working capital to stabilize business credit and avoid the 
ruinous loss of a forced sale. 


. a source of new income to pay for necessary help and man- 
agerial ability. 
. additional family income should the business be sold. 
For factual costs, and legal direction on this important phase of 
business organization without obligation, write to 


Estate Planning Service 


Crown LIFE 


Established INSURANCE COMPANY Home Office 
1900 Toronto 
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1949 EXAMINATION PROBLEMS 
Again Available 
35c per copy 


For full information on available books of examination 


problems and solutions see inside front cover of this issue. 


The Canadian Institute of Chartered Accountants 
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Barristers and Solicitors 


25 King Street West Toronto 1, Ont. 


H. MEYER GOODMAN & WOLFE D. GOODMAN 


Barristers and Solicitors 


88 Richmond Street West Toronto 1, Ont. 


HOLMESTED, SUTTON, HILL & KEMP 


Barristers and Solicitors 


Royal Bank Building, 2 King Street East Toronto 1, Ont. 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 


Barristers and Solicitors 


50 King Street West - - - Toronto 1, Ont. 





THE CANADIAN CHARTERED ACCOUNTANT (ix) 


-TO INSURE ADEQUATELY - 
AT REASONABLE COST 
IS QUITE A PROBLEM 
We Specialize in Insurance Surveys 
Consult 


Associated Offices G RA NT R RA DFO R D Associated 
in with 
& LTD. ROBT. BRADFORD 


all provinces 
Insurance Brokers & CO. LTD. 
417 St. Peter St., Montreal and 
MA. 1127 at LLOYDS 
ACCOUNTANTS INDEMNITY & FIDELITY INSURANCE 
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New York - London 
Paris. 
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Security Valuations... 


Chartered accountants and company executives 
requiring valuations of, or information on investment 
securities, are invited to communicate with us. 

Any of our offices will give prompt attention to 


such requests. 


A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 


TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 
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COMMENT AND OPINION 


Au Revoir 
wuz this issue, a nine-year spell as 
the chairman of the Editorial 
Committee comes to an end, and a new 
name will appear on the masthead next 
month. 

In saying ‘au revoir’, we wish to 
thank our readers and contributors for 
their co-operation and we repeat the hope, 
many times already expressed, that they 
should be-devil the editor far more fre- 
quently than they do. He seldom receives 
comments, pleasing or otherwise. The 
reader's pulse is therefore barely dis- 
cernible and we rarely know whether or 
not we cause flutters in it. 


There have been real pleasures in our 
task and we have had a very happy time 
at it. Through the courtesy of the 
Executive Committee of the Institute 
we have attended many annual meetings 
and, while our particular circle of ac- 
quaintances amongst our members was 
large before we assumed the responsibil- 
ity, it is now very much larger and we 
can count as real friends many, many 
members from coast to coast in Canada. 


The writing of such of the Notes and 
Comments as we have penned ourselves 
during the years has also been a gratify- 
ing experience. We are happier in 
retrospect about those which had little 
or nothing to do with our professional 
sphere of things. The few very short 
sermons on general subjects we have 
written have brought us some kind 


letters. When we have endeavoured to 
lecture our members on things profes- 
sional, we have on occasion been told 
off in no uncertain terms. We still feel 
we were right, however, even though 
the situation seemed difficult at the time. 
Our readers may be sure that the mag- 
azine has not been used to convey pure- 
ly single personal opinions. We have 
been conscious of our responsibility to be 
fair. 

We especially wish to thank the staff 
of the Institute, from time to time, 
for their loyalty, forbearance, and assist- 
ance. This could include the chairman 
of the committee who, during a period of 
nine or ten months, set up and proof- 
read the magazine all by himself! Hap- 
pily that condition did not last and we 
now have a staff which is doing admir- 
able work and which takes delight in 
producing a good publication. 

It is time for new direction and new 
influence, and we wish for our successor 
(who is not yet named at this time of 
writing) all the pleasures and the in- 
terests we have had. We have taken 
from the experience far more than we 
have put into it and we are very grateful. 

R. F. BRUCB TAYLOR 


Some Observations on Income Taxes 


7 income tax has come a long way 
since it was first imposed in the 
United Kingdom more than 150 years 
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ago. At that time and for more than a 
century afterward the tax was imposed 
at a uniform and relatively low rate on 
the actual income of the individuals who 
resided in the country. It was Lloyd 
George, we believe, who introduced the 
principle of the graduated tax which is 
now a feature of every income-tax sys- 
tem. The United States, when it adopted 
a national income tax in 1913, intro- 
duced a new feature, the taxation of the 
income of corporations as well as of in- 
dividuals, and Canada followed suit a 
few years later. 


Inasmuch as a corporation is a figment 
of the imagination, being nothing more 
than a convenient term to describe the 
person or persons who carry on a par- 
ticular enterprise, the taxation of the 
income of a corporation and then again 
of such portion of it as is distributed to 
the persons composing the corporation 
is, of course, to tax the same income 
twice, or, what is probably more correct, 
to tax the income of a corporation at a 
higher rate than other income. Whether 
that is equitable or even wise is more 
than we can say. Certainly those who 
derive income from corporations are 
positive that it is neither. In recent years, 
we observe, the British, who had for so 
long eschewed such double taxation, have 
been constrained to adopt it themselves 
in the form of profits tax, though with a 
lower rate for non-distributed profits 
than for profits which are distributed. 


From the very outset of her income 
tax the United States, unlike every other 
country in the world, has regarded so- 
called capital gains as being income, 
though it appears that by capital gains 
the United States Revenue Code means 


speculative and adventitious gains on the 
realization of property, but not on de- 
preciable property employed in business, 
stock-in-trade or residential property (if 
the proceeds of realization are used to 
purchase a new residence within a period 
of one year). In practice, it appears, 
the vast bulk of capital gains and losses 
in the United States, for tax purposes 
that is, are attributable to transactions 
in securities, mainly in common stocks 
of business corporations. 

So far there appears to be little disposi- 
tion in this country in support of such a 
tax, though the trend of official policy 
certainly has been towards a broadening 
of the tax base, and the definition of bus- 
iness income has been extended to include 
casual gains from transactions of a busi- 
ness character. The merits and demerits 
of a tax on capital gains have been 
argued at some length before the Royal 
Commission on Taxation now proceed- 
ing apace in Great Britain, and the 
considered views of the Royal Com- 
mission on this question will be awaited 
with interest. 


Past President Honoured 


AS we go to press, we have just 
learned that A. Emile Beauvais, 
immediate past president of the C.I. 
C.A., has received the honorary degree 
of Doctor of Financial Science from 
Laval University at its centenary con- 
vocation. To the best of our knowl- 
edge Dr. Beauvais is the first member 
of the Canadian Institute to be hon- 
oured in this way. We extend to him 
our congratulations and at the same 
time take pride in the fact that he was 
our chief executive officer during the 


year just past. 


— 


we 





Photo by Eric Skipsey, Vancouver 


Mr. JOHN LORN MCLEAN, C.A. 


President. Vhe Canadian Institute of Chartered Accountants. 
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Your Career Goes 
Into Production 





By Harold R. Caffyn, C.P.A. 


To launch a career 
is to make a capital investment in yourself 





W* are sometimes apt to overlook 
t 


he significance of events in 
which we participate. When the Buf- 
falo Chapter of the New York State 
Society of Certified Public Accountants 
invited me to address this dinner at 
which their guests of honour were to be 
some of the outstanding accounting 
students in the local colleges, I was 
naturally flattered. As I began to 
think of a suitable topic for discussion 
however, the meeting assumed a far 
greater importance than I had original- 
ly recognized. It dawned upon me — 
and for a minute I am directing my 
remarks primarily to the accounting 
students — that I would be addressing 
a group having particular significance 
to those of us who are deeply con- 
cerned with the trend of world events 
today. For, despite the growing dis- 
position to discount our free enterprise 
system and capitalism, you have em- 
braced one of the purest forms of 
capitalism —- embraced it of your own 
accord and with full knowledge of the 
facts. You have, moreover, backed the 
wisdom and soundness of your choice 


with your careers. I refer, of course, 
to the substantial capital investment 
you have made in yourselves. That 
investment is measured in relatively 
insignificant degree by the actual cash 
that it has cost you for tuition, main- 
tenance, loss of income, etc., during 
the period of your training. It is meas- 
ured far more significantly by the criti- 
cal years of your life that you have 
devoted to your accounting and busi- 
ness training. It is in this role of capi- 
talists, then, that I address all of you 
and I am now including the practition- 
ers present, for it is perhaps one of the 
outstanding characteristics of a real 
profession that it is composed of men 
who have been willing to make a capi- 
tal investment in themselves. 

My remarks are not intended to 
have application solely to those who 
propose to enter the profession of pub- 
lic accounting. They are based, it is 
true, on my experience in that profes- 
sion, but most of them should apply 
to related fields in which you might 
become engaged. 


A paper read to the Buffalo Chapter of the N.Y. State Society of Certified Public Accountants 
and first printed in The New York Certified Public Accountant, June 1952 
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A Field for Investment 


Going back to the time of your orig- 
inal decision to be a capitalist, I am 
confident that you gave earnest thought 
to the selection of a suitable field for 
investment. You undoubtedly consid- 
ered such factors as your own interest 
in and capacity for the work of your 
selected field, and you probably also 
studied the history of that field in 
order to satisfy yourself that its future 
seemed to hold a favorable market for 
your product. I believe that in pro- 
fessional accounting you have just that. 
If you want proof of the profession’s 
growth, look at these estimates of the 
number of C.P.A.’s. in the United 


States: 

C.P.A’s. 
UND Rt est regen 250 
MN Se cewstarnasraseens 1,700 
SD > diate ee Makes 5,000 
ND lei Sebelius eotemecss 13,600 
ON cd iit ascent sb ce 20,000 
UN ee Se a ae 26,000 
RI eee as 2s 40,000 


If you question the future, just con- 
sider two statements made by the 
United States Department of Labor in 
connection with a recent study of the 
profession. “It is likely that employ- 
ment opportunities for new graduates 
entering this field will improve greatly 
during the next few years” and “over 
the long run there is likely to be con- 
tinued growth in the profession”. 

To bring the matter right up to date, 
listen to this from the April, 1952, 
issue of The Journal of Accountancy: 
“Shortage of qualified accountants fo- 
cuses attention on talent now available. 
A new study by New York Society of 
C.P.A’s. shows that desirable new em- 
ployee is much different person from 
his counterpart twenty years ago, and 
harder to find.” 


The Balance Sheet Picture 
Now let us look for a while at the 


balance sheet of your personal capital 
venture. It is very much like that of 
any other growth organization. Years 
of careful planning and investment 
have been charged to development ex- 
pense account and now constitute the 
principal asset on the statement, offset 
on the other side by your capital ac- 
count. You are exactly like many an 
airplane company, for instance, that has 
done a tremendous amount of research 
and tooling up in anticipation of the 
great day when production could begin. 
You are about to go into production. 
It is to be hoped that, with the passage 
of time, following the pattern of typical 
successful growth companies, two 
changes will occur in the balance sheet 
picture which will overshadow in their 
significance anything that is now shown 
on the statement. First, we trust, that 
a highly successful operation will re- 
sult not only in satisfactory distribu- 
tions but also in a steady and substan- 
tial increase in the earnings retained 
section of the statement. Secondly, it 
is reasonable to expect that success 
will encourage further investment in 
the enterprise with consequent increase 
in the capital accounts. It is with these 
two possibilities that I would like to 
deal more fully. 


Turning first to operations and car- 
tying forward the analogy with the 
aircraft manufacturer, we know from 
experience that, come production day, 
our preoccupations are not so much 
with what was planned, as with what 
was unanticipated. In other words, 
there seldom was successful production 
of a new product without a period dur- 
ing which “the bugs were ironed out”. 


This is primarily your enterprise. 
You are the one who will have to iron 
out the bugs before your operation is 
running smoothly. However, the ex- 
perience of others may save you time. 
With this in mind I have reviewed sev- 
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eral years of experience with men en- 
tering public accounting and have tried 
to identify the factors which seem 
most frequently to have caused failure 
or delayed success. 

I believe that the two principal 
“bugs” encountered by those going 
into production in public accounting 
are “attitude” and “thinking processes”. 


Attitude 


Let us deal first with attitude. Here- 
tofore, as a student, you have, in effect, 
been a buyer, a buyer of education who 
has enjoyed, strange as it may sound to 
you, the advantages of a buyer’s mar- 
ket. As a public accountant you will 
become a seller with the likelihood that 
conditions over the long term will still 
be those of a buyer’s market. You 
have, in fact, become part of a long 
selling chain, no part of which can 
long exist without the other parts. 
You have to sell yourself to your firm. 
You and your firm, in turn, have to 
sell yourselves to your client. Your 
client would not be providing you or 
himself with a livelihood unless he 
were selling himself to his customers — 
the public. The education you have 
been buying is part of the capital you 
will now devote to that purpose. The 
transition from buyer to seller involves 
a major change in attitude. 

This change has many facets. Previ- 
ously, your own future should have 
been your greatest concern. Under the 
modified attitude I am suggesting, it 
would still be important but it would 
now become a by-product of service to 
the public through the chain of selling 
I have indicated, rather than a primary 
objective. Previously, you had to see 
that you got good value for your edu- 
cation dollar or your education hour. 
Now you have to see that you give 
good value for your salary dollar and 
employment hour. You will be able to 
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recognize the professional attitude in 
yourself when you find that you are 
under self-imposed pressure to give 
more in service than you receive in 
salary. 


The Basic Purpose 

Another facet of this basic change of 
attitude relates to your continued learn- 
ing. Learning has been your primary 
object in the days behind you. It will 
always be very important. In fact, you 
would be a poor professional man if 
you did not expect to continue acquir- 
ing knowledge for the rest of your life. 
However, your fundamental purpose in 
the future will be service — service to 
your firm, to your profession, and to 
the public. Knowledge, and lots of it, 
will come to you as an incident to that 
purpose and I certainly hope that you 
will supplement that knowledge with 
organized study. However, this must 
be a secondary objective. You must be 
prepared to do your fair share of the 
jobs, which involve little new experi- 
ence — or even your disproportionate 
share of those jobs if the primary pro- 
gram calls for it. You must be ready, 
in addition, to disturb your plan of 
supplementary study for the same rea- 
son. Later, when obtaining your 
C.P.A. certificate may seem of supreme 
importance to you, such disruption may 
look like a very material sacrifice. 
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In these situations, I would ask you 
to keep constantly in mind that your 
employer’s interest in your advance- 
ment in knowledge, experience, and 
stature is almost equal to your own. 
He will merely have had a little more 
experience in reconciling that objec- 
tive with the practical, and partially 
conflicting ones, which now enter the 
picture. 


Use Salesmanship! 


Let us look at another aspect of the 
problem of attitude. You will do well 
to combine a good product with an ap- 
propriate degree of salesmanship. This 
involves something more comprehen- 
sive than merely the superior perform- 
ance of your work. It has to be well 
packaged and effectively “‘put over”. 
The problem is not simplified by the 
very proper restraints placed on us by 
our professional organizations and, 
more important still, by our own sense 
of good taste and propriety. However, 
it is entirely proper for you to assume 
immediately your share of the respon- 
sibility for leaving in the mind of your 
employer’s clients the impressions: 
(1) that you regard yourself as a pro- 

fessional man; 

(2) that you are proud of the organi- 
zation of which you are a member, 
and believe that it has something 
of real value to offer to its clients; 
and 

(3) that in that organization the jun- 
ior, no less than the partner, ac- 
cepts the problems of the client as 
his own. 

These are impressions which can be 
conveyed only if they truly reflect your 
own attitude. Each man, once having 
adopted the underlying attitude, will 
convey them in his own way and ac- 
cording to his own habit and tempera- 
ment. Dignity in personal appearance 
and bearing, responsiveness, real and 
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alert interest in your current work are 
characteristics which go hand in hand 
with the attitude I have been describ- 
ing. I can assure you that practice of- 
fers no greater satisfaction to us than 
to have a client go out of his way to 
say “What a fine group of fellows you 
sent over to us this year!” 


Employee Today : Employer Tomorrow 


Before I leave this matter of attitude, 
there is one more point I would like to 
make. Have confidence in your em- 
ployer. If you haven't, get another. 
Your objective is presumably to be his 
partner eventually. You never can be 
unless you and he are working together 
to a common purpose. You have to 
convince him that you think of him in 
those terms and you may find yourself 
in competition with others who are try- 
ing to do the same thing, so the sooner 
you adopt that attitude the better start 
you have. You have a right, of course, 
to expect him to recognize your point 
of view, but make quite sure that you 
see his too. If you can’t understand his 
actions, give him an opportunity to ex- 
plain their motivating causes. You may 
find that they affect you just as much 
as they affect him. But if you never 
raise the question, you are not likely to 
discover that fact. 

As I think over what I have said so 
far, I am afraid you may have gathered 
the impression that I am giving you 
nothing but a lot of platitudes, gen- 
eralities, and theories. I hope I can 
persuade you that in representing the 
employer's point of view as I may ap- 
pear to be doing, I am, in a practical 
sense, trying to help you as prospective 
employees. Keep it in mind too that, 
in a profession, there is a far less clear- 
ly defined line of demarcation between 
employer and employee; after all, we 
think of the employee of today as the 


employer of tomorrow. 
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Concentrate on the Practical 

I am reminded of a talk I had many 
years ago with an architect of national 
repute. We were discussing the mod- 
ern trend in architecture, the stream- 
lining and simplification which is 
taking place, etc. He said something 
like this. “A very interesting thing is 
happening. We are beginning to find 
out that if we concentrate on utility 
and pay less attention to design as such, 
the design appears to take pretty good 
care of itself.” Something of the same 
situation applies, I believe, to what I 
have been saying to you. All the talk 
about ethics, professional approach, ser- 
vice, etc., may sound theoretical and 
idealistic to men like you who are 
faced with the practical problems of 
getting your careers into production. 
A significant point is, however, that 
they were developed as the result of 
experience by men who discovered, as 
did the architects, that the satisfying 
and the practical turned out to be one 
and the same thing. I believe that you, 
too, will find that these ideals repre- 
sent, in fact, the most effective ap- 
proach to even your materialistic objec- 
tives. 


Thinking Habits 
So far I have devoted myself largely 
to the adjustments in attitude. Now I 
would like to turn to an adjustment of 
even greater significance. An adjust- 
ment in thinking habits. 


Up to the present your brain has 
been, as it were, “tooling up”. It has 
been given practical problems in the 
laboratory, but only on a trial-run basis. 
It is now coming to the point where 
it is expected to operate and produce 
effectively and efficiently. This in- 
volves a fundamental difference in your 
thinking habits and the change is a 
real problem for some people. Let us 
look at some of the aspects of this 
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change. First of all, debate takes on 
an entirely different character. Most 
graduates who come to us seem to 
have had fine experience in the analysis 
of a problem into its component parts, 
the listing of the pros and cons, and 
in discussion and debate thereon. We 
find, however, that a much smaller per- 
centage of them come to us with the 
ability to recognize the point at which 
debate has served its practical purpose 
and decision must be reached. Too 
many are willing to continue debate 
ad infinitum and sometimes ad nauseam. 
Accounting practice involves the making 
of decisions under pressure of time. De- 
bate becomes the means of arriving at 
the best decision, and not an end in itself 
— not a game in which the objective is 
to be the winner. This is basically, of 
course, a matter of judgment too, and 
judgment comes only from extensive ex- 
perience applied to a sound theoretical 
base. Some men, however, acquire this 
habit of making up their minds much 
more readily than others. Those that 
do so get off to a flying start in the 
practice of public accounting. 

Having said that, I will take a big 
step backwards and come to the next 
point. Whatever you do, don’t reach 
your judgment so quickly that your 
conclusions turn out to be more often 
wrong than right. The penalties for 
mistakes will have become somewhat 
more severe. 


Learn to Compromise 


Another point that will influence 
your thinking habits is the decreasing 
finality of the answers you are likely to 
find in the future. It is true that great 
strides have been taken in making col- 
lege work more practical through labo- 
ratory courses, etc. However, you have 
been largely dealing in the past with an 
area in which one answer has appeared 
to be right and another wrong. You 
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are passing increasingly into the area 
where definite answers will be more 
difficult to identify. Moreover, in ad- 
dition to considering the basic pros and 
cons of the case before you, you will 
have to weigh factors such as materi- 
ality and practicality. Sometimes, in 
fact, your answers will be compromises, 
although I assume that they will always 
be those of independent professional 
men. Nonetheless, your objectivity 
and independence will be strained by 
factors from which they have been en- 
tirely free in the past. This, too, is a 
new habit of thinking. Its early ac- 
quisition will be an important factor in 
your professional growth. 


A Change of Direction 


Still another important aspect of the 
change in thinking is one that perhaps 
I should have put first. As you go into 
production, the direction in which 
knowledge travels will tend to be re- 
versed. The transition may not be im- 
mediate and will always take place 
within the bounds of your expanding 
responsibility. However, fundamen- 
tally, knowledge will start to travel 
upwards from you to your seniors, in- 
stead of downwards as in the past from 
your professors to you. Obviously, for 
years, and I sincerely hope forever, you 
will be gaining from the knowledge 
and experience of others, but this will 
be a by-product, the basic objective of 
your professional career being to pass 
on to others your own findings and 
experience. The change is sometimes 
a difficult one for the new junior to 
identify and to accept. You must bear 
in mind that no matter how routine 
and simple your first assignments may 
appear to be, they are part of a pro- 
gram carefully designed to distil in- 
formation for the partner who will 
eventually report to the client. His 
job will only be a good one to the 
extent that you, and others like you, 





The Canadian Chartered Accountant, October, 1952 


are able to dig out the facts, to reach 
sound conclusions, and to pass them on 
to him, through whatever channels may 
exist, in concise, orderly, and reliable 
form. If you are successful in recog- 
nizing and accomplishing this objec- 
tive, it will not be long before you 
move up the ladder yourself and will 
be helping others in their efforts to 
pass significant information upwards 
through you to those to whom you are 
still responsible. 

Before leaving this question of re- 
sponsibility for informing those above 
you, I would like to emphasize another 
feature of it. Because of the relative 
definiteness of answers to the questions 
with which you have been dealing in 
the past, the man with the dissenting 
opinion may have been interesting and 
provocative, but not too important. 
This is by no means the case in prac- 
tice. Your minority opinion, or even 
your sole opinion, if it is a well con- 
sidered one, is going to be of great 
importance in the future. You may be 
working in an area which no one else 
will see in detail. You will be the 
authority on that area. The supervisor 
may be standing 20 feet away from the 
financial haystack directing those who 
are looking for the needle in it. You 
will be in the middle of the stack — 
searching. If you feel a sharp pricking 
in your finger, don’t be afraid to as- 
sume you have found the needle. Obvi- 
ously, you’re the only one in position 
to find it. Don’t let any cynic con- 
vince you too easily that the tingling 
sensation is just a nervous reaction. 
Check your suspicions. If you are 
satisfied that you’ve got a point — say 
so — and stick to it. 


Plant Expansion 
Now I would like to turn for a few 
minutes to the other side of your oper- 
ating career. We will assume that the 
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plant is running smoothly, the diffi- 
culties have been eliminated, and nor- 
mal expansion is taking place. I sus- 
pect that the very characteristics which 
persuaded you to undertake the risk 
capital operation in the first place will 
again influence you. In other words, 
you will look around for effective ways 
of expanding, ways of building up and 
making additions to your capital ac- 
counts. This purpose has been accom- 
plished traditionally in three principal 
ways. They all involve the same ap- 
proach as did your original investment 
— willingness to back your faith in 
yourself with your time, your effort, 
and your patience. I will state them 
briefly and discuss them. They are: 


(1) by enlargement of your field of 
usefulness to your organization 
through additional study and/or 
through specialization; 

(2) by participation in ‘‘extra-curricu- 
lar” activities of a nature calculat- 
ed to yield benefit from a long- 
range point of view; 

(3) through participation in profes- 
sional affairs. 


Further Study and Specialization 


Additional usefulness will come auto- 
matically and to a large extent, through 
the experience you gain in day-to-day 
practice. However, if you are to keep 
ahead of the crowd you will probably 
wish to augment that practical experi- 
ence with organized supplementary 
study, and, as you have done before, 
prepare yourself for bigger things. The 
first step in this direction will, of 
course, be work leading to a C.P.A. 
certificate. What I am thinking of 
particularly, however, is the work that 
will come after that, and I suggest that 
it is never too early for you to start 
thinking about some field of specializa- 
tion. I use that word with care. I do 


not mean specialization in one phase 
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of work to the exclusion of others. I 
do mean, however, specific extra study 
and experience, supplementary to gen- 
eral practice, which will make you the 
man to whom the office turns when 
problems arise in your sphere of par- 
ticular competence and training. Many 
of your seniors will have become so 
absorbed in the problems of general 
practice that they cannot specialize. 
That is just your good luck and your 
opportunity. No matter what your 
position on the staff, if you really have 
a field of specialization and it is needed, 
they will turn to you and be glad to 
get your help. 


So begin to think about this possi- 
bility as soon as you can, bearing in 
mind that you are likely to be most 
effective in areas where your interest 
lies deepest. Therefore, look the field 
over pretty thoroughly before you take 
too definite steps in any direction. The 
possibilities are numerous. Despite all 
our efforts to identify the characteris- 
tics and mental make-up of the success- 
ful accountant, it must be recognized 
that the scope of general public ac- 
counting practice is so wide that it 
contains component parts which will 
appeal to men of almost completely 
differing likes and temperaments. Take 
auditing alone, for instance. Some 
men just seem to have a nose for an 
irregularity. When they catch the 
scent of irregularity they will worry at 
the underlying detail like terriers. It 
is by no means to be assumed that they 
are the men who are best at the thor- 
ough painstaking work involved in 
design or study of internal control. 
Other auditors find their greatest satis- 
faction in the niceties of statement 
presentation and assembly. They are 
not always those who do the best job 
of report writing and analysis. That's 
just part of the range of auditing. 
Then think of taxation. Even here 
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the specialist is not easy to identify 
by type or interest. At one extreme 
you have men who are successful 
through their ability to start with given 
facts and to find the best tax answer 
to them. Such men are by no means 
necessarily of the same type as those 
who have real enthusiasm for a proper 
and ethical influencing of the facts 
prior to their occurrence, to the end 
that taxation may be kept at a proper 
minimum. The born systems man is 
likely to be another breed entirely. 
And here again, the field is so wide 
that no one type is the ideal one, 
for you have costs, cost accounting, op- 
erating methods, accounting methods 
(including, today, occasional excur- 
sions into the field of electronics), man- 
ual writing, etc. Then there is the man 
who is a successful accountant just 
because he is a natural business leader 
with sound business judgment. Look- 
ing ahead you will have no difficulty in 
recognizing other fields of possible ad- 
ditional usefulness. There is a brief 
picture of part of the field that might 
receive your special attention. You are 
likely to be an ugly duckling indeed if 
there is no part of it in which you 
are able to make yourself outstanding. 


Civic and Philanthropic Leadership 
The second principal field I referred 
to as one for the development of capi- 
tal surplus was that of “extra-curricu- 
lar” activity. Don’t cut it out entirely 
just because your back is nearly break- 
ing under the strain of the other obliga- 
tions I have described. The world will 
look to you, as a professional man, to 
make a contribution for the benefit of 
those less fortunate or less able to 


help. Interest yourself in civic affairs 
and while you may follow conservative 
accounting practice by charging the 
cost to operations, I am sure that most 
successful practitioners will tell you 
that in the long run the substantial 
addition to goodwill will represent a 
material accretion to your capital ac- 
count. 


Professional Society Activity 


Lastly, I would suggest that you 
think of your professional organiza- 
tions as additional partners in the pro- 
jects I have outlined above. Just as 
you and other alert staff members are 
in healthy competition with each other 
but close and friendly collaborators in 
pursuit of your firm’s advancement, so, 
too, are we all — firms, partners, and 
staff members, serving a common pro- 
fessional interest and, beyond that, a 
public interest. 

In conclusion, I would like to give 
you just one short story. Not so many 
years ago some earnest young capital- 
ists like you had a plane of their own 
making in what was little more than 
a garage. The production bugs weren't 
ironed out yet and they didn’t have 
much money. They needed accounting 
advice, however, and called on us for 
help. They were where you are today, 
just at the corner leading to produc- 
tion. They are still clients of ours. 
Their planes are now to be seen all 
over the world. As I think over what 
I have been trying to say to you this 
evening, I realize that the problems 
they overcame are very much like those 
you now face. Well, gentlemen, what 
are you waiting for? 
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N° subject is more appropriate for 
-‘ the consideration of accountants 
than that of “Accounting Requirements 
for Issues of Capital”. In most capital 
issues the prime interest of the prospec- 
pective investor revolves about the 
accounting statements included in the 
prospectus. It is only a truism to say 
that the acceptance of these statements 
by investors, and therefore the ability 
of modern business to obtain capital in 
the amounts it requires, is dependent 
upon a faith by the investing public in 
the accounting profession — a faith 
that its members have the technical skill 
to enable them to assay whether or 
not the financial statements do fairly 
show the financial position and earnings 
of the enterprise and that they have 
the independence of mind which en- 
ables them to withhold that opinion 
when such is not the case. Our respon- 
sibility is correspondingly great and the 
position which the accounting profession 
has attained to-day reflects in large mea- 
sure the response which it has made to 
the challenge presented to it in this field. 


The Accountant’s Role 


My comments will be restricted to 
the position of the accountant in re- 
porting to prospective purchasers as to 


the reliability of the financial data in- 
cluded in a prospectus, although in doing 
so it will be appreciated that I have no 
intention to deprecate in any way the 
role of the accountant as an adviser. On 
the contrary, some of the most useful 
work that accountants are called upon 
to do in their day-to-day practice is 
to advise their clients on the financial 
effects of certain transactions or pro- 
posed transactions. I do not propose to 
develop this familiar idea further, how- 
ever, as it is obviously one which is 
difficult to generalize about, each situa- 
tion necessarily calling for its individual 
treatment based not only on the facts 
of the case but frequently on the ac- 
countant’s knowledge of the personality 
traits of his client. At the same time 
it must surely follow that when the 
accountant is acting in an advisory ca- 
pacity he is performing the same func- 
tions whether he is practising in Europe, 
America, or Asia. 

Turning to the position of the public 
accountant as one who expresses an in- 
dependent opinion for the benefit of a 
prospective purchaser we are in a field 
where the practices in different countries 
will vary depending on the laws and cus- 
toms of each country. Each of us & 
necessarily most familiar with the re- 
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quirements of his own country. My 
commentary will deal primarily with 
practice in Canada and, if I could, I 
would gladly do so without inflicting 
on you a recognition of our local prob- 
lems and, instead, discuss merely those 
developments in Canada which may be 
of interest to accountants in other 
countries as providing a basis for com- 
parison with their own experience. But 
nothing exists in a vacuum and when 
considering accounting practices in Can- 
ada one must take into account at the 
very least three conditions which have 
affected, are affecting, and will continue 
to affect them. 


Conditions Affecting Canada 


First, there is our proximity to the 
United States and our cultural ties with 
England and France. Each of these 
factors exerts an influence on every as- 
pect of Canadian life, but with differing 
intensity in different parts of the country 
and with different individuals. Second- 
ly, there is the large amount of United 
States and United Kingdom capital in- 
vested in this country which has required 
a knowledge on the part of Canadian ac- 
countants of what United States and 
United Kingdom investors want to 
know. It has also resulted in several of 
the larger firms of public accountants in 
the United Kingdom and United States 
having Canadian associated firms of the 
same or somewhat similar name. And 
then there is the fact that Canada is not 
a unitary state but a federal one with a 
central government and ten provincial 
governments. The division of legisla- 
tive powers between federal and pro- 
vincial governments has resulted in a 
division of authority in many fields but 
possibly in no field is it more confused 
than in the field of capital issues. For 
example, some companies are incorpor- 
ated under our federal Companies Act, 
others under provincial Acts; the criminal 
code is enacted by the federal govern- 


ment and deals with certain aspects of 
fraud and conspiracy which are per- 
tinent to trading in securities; but the 
licensing of security dealers comes under 
provincial jurisdiction which also deals 
with fraud in trading in securities. 


Statutory Requirements 


The federal Companies Act requires 
companies incorporated under it to meet 
certain minimum accounting require- 
ments in prospectuses or offering cir- 
culars. They are applicable, however, 
only to companies incorporated by the 
federal government and there are not 
corresponding provisions in all provin- 
cial Companies Acts. In any case, while 
a copy of the prospectus must be filed 
with the Secretary of State, the latter ap- 
pears to take no action to ensure that 
the information called for is included 
and that it correctly complies with the 
Act. In Ontario, however, there is a 
very active Securities Commission which 
passes on all prospectuses for the sale of 
securities to the public in that Province. 
Ontario is the most populous Province 
in Canada and contains the head offices 
of many of the larger financial institu- 
tions, so that any issue for which it is 
wished to have more than a local distri- 
bution must be registered with the On- 
tario Securities Commission. As a re- 
sult, the Commission has come to act 
as guardian for all larger issues in Can- 
ada. The Ontario Commission’s require- 
ments are to some extent the same as 
those of the federal Companies Act, but 
the approach differs in the fact that the 
Commission insists on a close scrutiny 
of the prospectus before it is accepted 
for filing and, consequently, before the 
securities may be sold. 

The federal Companies Act has been 
in force in its present form since 1935, 
and while the Ontario Securities Com- 
mission has existed for some time, its 
present standards and procedures are a 
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product of the last few years. Until 
shortly after the end of the war there 
was very little guidance to the account- 
ing profession or anyone else as to what 
were the accounting requirements for 
issues of capital. In 1946, however, the 
Canadian Institute of Chartered Ac- 
countants authorized its Committee on 
Accounting and Auditing Research to 
study matters of interest to the pro- 
fession and to issue bulletins from time 
to time to the membership. In doing 
so, it was paralleling the work begun 
earlier by the accounting and auditing 
committees of the American Institute of 
Accountants and the Council of The In- 
stitute of Chartered Accountants in 
England and Wales. 


Bulletins of the C.I.C.A. 


The first bulletin issued by the Cana- 
dian committee did not deal specific- 
ally with prospectuses, but rather with 
standards of disclosure in annual fin- 
ancial statements of manufacturing and 
mercantile companies. While it did not 
purport to deal with other than these 
annual statements, many of the opin- 
ions expressed would obviously be 
equally applicable to balance sheets in- 
cluded in prospectuses. The bulletin 
went somewhat further than the require- 
ments of the Companies Acts and was 
received with general approval by the 
profession and all business. The largest 
stock exchange in Canada sent copies 
to all listed companies, suggesting to 
them that they make sure that their 
annual statements conformed to this 
bulletin. Having completed this first 
task, the committee then turned its 
attention to minimum standards of pro- 
fessional practice which should apply in 
respect to prospectuses. This culmin- 
ated in a bulletin which set out certain 
principles which it felt should be gen- 
erally followed by all practising account- 
ants in this connection and was issued 
in April, 1947. The effectiveness of 


the bulletin was greatly increased when 
the Ontario Securities Commission 
adopted both it and Bulletin 1 almost 
verbatim and issued them as their 
accounting regulations. While Bulletin 
2 represents what the accounting pro- 
fession in Canada felt should be the 
accounting regulations for issue of cap- 
ital, it also has become in effect the 
regulations which govern all the larger 
issues. Any study of accounting regula- 
tions for issue of capital in Canada can, 
therefore, largely be confined to Bulletin 
2. It is not my purpose to summarize 
the entire bulletin, but included in it 
are the following conclusions: 


Review of Circular 


(1) It was the opinion of the com- 
mittee that the accountant should review 
the entire circular before it was printed 
in order to ascertain that in his opinion 
the contents so far as they related to 
matters with which he was familiar as 
a result of his examination were not 
misleading, and unless he was given such 
an opportunity he should not permit the 
use of his opinion in the offering cir- 
cular. This was definitely a bolder step 
than many wished to take, for fear that 
it could be construed as implying that 
the accountant should be responsible for 
the veracity of the circular as a whole. 
No such construction was intended nor 
would it be warranted. In practice, it 
has ensured that the accountant is able 
to help the underwriters and solicitors 
in seeing that the offering circular as a 
whole is true and fair, and that refer- 
ences throughout the circular to the 
accountant are correct. 


Accountant’s Report 
(2) In dealing with the accountant’s 
report it was stated that it should be 
printed in full and that it should con- 
tain an expression of his opinion con- 
cerning the statements presented, that 
it should not be so qualified as to be 
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useless to an investor, and that an 
opinion should not be given unless a 
sufficient examination had been made to 
warrant it. 


Extent of Examination 


(3) Consideration was given to the 
extent to which accountants can proper- 
ly rely on the work performed by other 
members of the profession not employ- 
ed by them or acting as their agents 
and by public accountants practising in 
other countries. While no hard and 
fast rules were suggested, and it was 
considered that it was a matter which 
would have to be decided in each par- 
ticular case, it was pointed out that a 
chartered accountant should not sign 
any opinion unless he had some knowl- 
edge of the company’s affairs and had 
made some direct examination himself. 
In other words, it would not be ap- 
propriate for an accountant to express 
an opinion on a consolidated statement 
of a holding company and its operating 
subsidiaries where he had done nothing 
more than add together the figures of 
various operating companies, each of 
which had been reported on by some 
other accountant. 

(4) It was pointed out that the state- 
ment of earnings should be for a suffi- 
cient number of years to give a reason- 
able picture of the operations of the 
business. The federal Companies Act 
requires that the earnings be shown for 
three years, and it was recognized that 
this was not a sufficiently long period to 
present to a prospective investor. In 
recognition of this, even before the bul- 
letin was issued, many firms of chartered 
accountants had been insisting that the 
earnings of ten years be shown, al- 
though they had no legal authority to 
require any such period. Shortly after 
the bulletin was issued, the Ontario 
Securities Commission decided to insist 
on ten years’ earnings in every case ex- 


cept where there were special circum- 
stances which would make it imprac- 
ticable to do so. At that time there 
seemed to be a considerable advantage 
in requiring earnings for such a long 
period, as it extended back into pre- 
war years and gave a picture of the com- 
pany’s earnings under peacetime condi- 
tions. To-day, the ten-year period dips 
back into the war years and, in many 
cases, the earnings of the earlier years 
are meaningless to an investor. It may be 
that a shorter period would provide 
sufficient useful information, but it ap- 
pears that the absence of a strict rule as 
to how many years are to be included 
places a heavy burden on the issuing 
company, and possibly on the account- 
ants, in asking them to decide which 
years are significant from the standpoint 
of a prospective investor. 


Adjustment of Figures 


(5) It was pointed out that the state- 
ment of earnings was an historical state- 
ment and that changes in the figures to 
reflect changes or expected savings were 
dangerous. At one time it had been 
usual to adjust statements of earnings in 
prospectuses to reflect retroactively 
changes in depreciation, income-tax 
rates, interest, management salaries, etc. 
The committee felt, however, that to 
attribute to a former period certain con- 
ditions presently existing and at the 
same time to ignore other changed con- 
ditions was likely to be misleading. For 
this reason it recommended that such 
adjustments to earnings should ordin- 
arily be avoided, but if used, the state- 
ments should set out clearly all such 
adjustments which had been made. The 
recommended practice has generally 
been followed, and the statements of 
earnings included in the Canadian offer- 
ing circulars in most cases set out the 
earnings as they actually were, corrected 
only for adjustments made in subse- 
quent years, either through profit and 
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loss account or surplus. When this prac- 
tice results in a lack of comparability 
within the period or with conditions as 
they will exist in the next fiscal period, 
it is usual to draw attention to such 
differences by way of a footnote. 


Opinions of Pro Forma Statements 

(6) Lastly, in dealing with pro 
forma statements, it was set out that an 
opinion should not be expressed on a 
pro forma balance sheet unless there 
were firm commitments from respon- 
sible parties and a reasonable assurance 
that the company’s position would in 
fact resemble that shown by the state- 
ment. This was designed to prevent an 
underwriter who held only an option on 
securities which could be taken up in 
whole or in part from setting out a 
balance sheet showing what the com- 
pany’s position would be were he to 
take up all of the shares. 


Since the bulletin was issued the un- 
derwriting of securities of all existing 
companies has complied with its recom- 
mendations. Whether it would have 
been possible to achieve such a unani- 
mous result without the backing of the 
Ontario Securities Commission is pos- 
sibly doubtful, but the combination of 
the accounting profession and the Com- 
mission together has provided Canada 
with its accounting regulations for issues 
of capital, at least so far as larger pub- 
lic issues are concerned. 


Some Unsolved Problems 


There are, of course, some unsolved 
problems which we still must face. Like 
accountants the world over, we have di- 
vided opinions on how, if at all, account- 
ing techniques should be modified to 
meet the problems of the depreciating 
purchasing power of the monetary unit. 
Occasionally, in the case of new issues of 
securities the fixed asset accounts are re- 
valued in terms of the current price level. 
Such a change in balance sheet valuations 
would require, in my judgment, adequate 
disclosure of the depreciation to be 
charged on the new basis, if not a re- 
statement of recent years’ profits. This 
is not always furnished and, in the ab- 
sence of such information, the earning 
statement may well be misleading. There 
is also the problem of what foreign sub- 
sidiaries should be consolidated and the 
extent of disclosure required as to the 
financial condition and earnings record of 
a guaranteeing company or one whose 
ability to carry out a contract may be 
vital to the security being offered. These 
and many other problems are, however, 
merely indicative of the limitation of ac- 
counting regulations. Individual judg- 
ment based on sound training and wide 
experience is still required to determine 
whether any statements do fairly present 
the financial position and earnings of the 
enterprise. 


The Institute of Internal Auditors (Toronto Chapter) 


SEVENTH ANNUAL FALL TRAINING COURSE 


Again this year chartered accountants will be responsible for a large part of the syllabus 
af the Seventh Annual Fall Training Course, conducted by the Toronto Chapter of the Institute 


of Internal Auditors at the University of Toronto, Extension Department. 


The fee for this 


course of 10 lectures is $5.00 and application forms may be obtained by anyone interested 
from the University of Toronto, Extension Department. 
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HISTORY 


Introduction 

— writing-master to taxation 

specialist and financial adviser.” 
These words might well be used to 
describe the alpha and omega of the 
practising accountant over the last 230 
years. Alas! how many accountants of 
to-day must wish that the teachings of 
their earliest counterparts had but found 
deeper roots. 

In recent years, the work of the ac- 
countant has expanded considerably. 
This paper, however, is intended to deal 
only with the sphere of work of the 
accountant in practice. 

The expression “in public practice’ is 
frequently used to describe the account- 
ant in practice, but as the addition of 
the adjective “public” might tend to con- 
fuse the subject-matter of this paper 
with the work of the accountant in public 
service, I propose to omit any reference 
to the word “public” in this connection. 
Indeed, it is interesting to note that as 
long ago as 1876 a contributor to The 
Accountant’ objected to the use of the 
word “‘public” on the grounds that one 
might almost as justly speak of “‘public’’ 
bakers or butchers. 


1 The Accountant, September 9, ‘1876. a 


" 2Tbe Accountant, May 5, 1951. 
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The main distinction to be borne in 
mind is that the accountant in practice is 
independent, working either on his own 
account or in partnership with other ac- 
countants. He offers his services to the 
public for reward but is not primarily 
the servant of any corporation or other 
body. 

There are a number of definitions of a 
profession, of which Lord Simon's is 
probably the most complete.? He said: 


First of all, a profession essentially in- 
volves this, that it is based on preliminary 
study and, it may be, examination on the 
general principles of the pursuit. In the 
second place, a profession, I venture to 
think, essentially involves this, that the 
profits which may be made from its pursuit 
do not primarily depend upon the com- 
mand of great quantities of capital. Third- 
ly, and most important of all, a profession 
is a pursuit which is followed not solely 
as a livelihood, but always subject to over- 
riding duties, prescribed by a code of pro- 
fessional honour involving in an especial 
degree the strict observance of confidences, 
in which the work that we do must be 
rendered to our clients without stint, in 
proportion to our clients’ need rather than 
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in proportion to the reward which we 

receive. 

There are many points raised in this 
definition and I hope to deal with most 
of them in their appropriate place as this 


paper progresses. 
Ancillary Occupations 


The profession of accountancy is, of 
course, of more recent growth than that 
of the church, the law and medicine, and 
in its early stages it was combined with 
other occupations. At one time account- 
ants appear to have described themselves 
as ““Writing-masters and practitioners in 
mathematics” who advertised their will- 
ingness “‘to rectify accounts or books 
gone into disorder’’.* 

Their activities in those days would 
not fulfil the strict definition of a pro- 
fession referred to above as there was no 
tule of etiquette against advertising, and 
their work was essentially of a commer- 
cial character. A certain accountant in 
Liverpool in 1790 had the additional de- 
scription of ‘‘dealer in tinplates”, and for 
many years the business of stockbroking 
was carried on by accountants. In Scot- 
land this is still the case with some firms, 
and in England there remain a few who 
are entitled to describe themselves as 
“chartered accountants and estate 
agents”. 

One of the earliest recorded instances 
of the appointment of an accountant in 
the form which is more recognizable to- 
day was at the time of the South Sea 
Bubble, in 1720: Charles Snell was then 
employed to wind up the affairs of 
Messrs. Sawbridge & Co., a financial 
house which was among the many people 
and firms which became insolvent when 
the bubble burst. 

The rise of the accountancy profession 
to a standing of its own was not entire- 





3 Chapters in History of Book-keeping and Ac- 
counting, by David Murray (Jackson Wylie 
& Co.). 


ly welcomed by the legal profession, 
a position which is very different to-day, 
for it was Justice Quain who, in 1875, 
referring to the Bankruptcy Act, 1869, 
said: “The whole affairs in bankruptcy 
have been handed over to an ignorant 
set of men called accountants, which was 
one of the greatest abuses ever intro- 
duced into law.”* 

Although there are records of the 
exercising of the profession of account- 
ancy in Venice as far back as 1581, it is 
not until the later years of the eighteenth 
century that the activities of the profes- 
sion become noticeable in this country. 

Apart from the ancillary occupations 
to which I have referred, the main work 
of the practising accountant was in con- 
nection with the winding up of insolvent 
estates. This occupation formed an even 
more important part of an accountant’s 
practice following the Bankruptcy Act, 
1869, which provided the foundation for 
many of the firms practising to-day. 


Early Form of Articles 
Conditions under which the accountant 
then worked were very different from 
those of to-day and in most cases, like 
his brothers in the legal profession, he 
lived and worked on the same premises. 
Twentieth-century articled clerks would 
find the leisure hours and conditions of 
their Georgian counterparts very restrict- 
ed by contrast. This is clearly illustrated 
by the terms of the articles between one 
of the founders of my firm, Mr. Har- 
mood Banner, and his son, Mr. Harmood 
Walcot Banner, dated July 6, 1830, an 
extract of which I set out below: 
The said Harmood Walcot Banner of his 
own free will and consent doth by these 
Presents, put, place, and bind himself a 
covenant Servant or Apprentice to the said 
Harmood Banner from the Day of the 
Date hereof, during the Term of seven 


4A Short History of Accountants and Ac- 
counting, by A. H. Woolf (Gee & Co. 
(Publishers) Ltd.). 
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Years thence next ensuing, and fully to be 
completed and ended. AND the said Har- 
mood Walcot Banner doth covenant, 
promise, and agree, to and with the said 

Harmood Banner that he the said Ap- 

prentice Harmood Walcot Banner shal! and 

will faithfully serve his said Master, his 

Secrets keep, his lawful Commands gladly 

obey and do; hurt to his said Master he 

shall not do, nor suffer to be done by 
others, when it is in his Power to prevent 
the same: His Master’s Goods he shall not 
waste or embezzle, the same give or lend 
without Leave; Day or Night absent him- 
self from his said Master’s Service; nor do 
any other Act, Matter, or Thing whatso- 
ever, to the Prejudice of his said Master 
but in all things shall demean and behave 
himself towards his Master as a faithful 

Apprentice ought to do. 

The obligations were not all one-sided, 
for: 

the said Harmood Banner doth hereby for 
himself, his Executors, Administrators, and 
Assigns, covenant, promise, and agree to 
teach, inform, and instruct, or cause and 
procure to be taught, informed, and in- 
structed, the said Apprentice, by the best 
Ways and Means, he can in the Art, pro- 
fession or business of an Accountant as 
now practised by him the said Harmood 
Banner and also shall and will find and 
provide the said Harmood Walcot Banner 
during the said term with Board and Lodg- 
ing and with necessary and becoming ap- 
parel the washing and mending thereof 
and with physic and surgery in case of 
sickness. 

The underlying principles of present- 
day articles are much the same, although 
they are stated at considerably greater 
length and no reference is made to the 
more domestic matters which arose be- 
cause the clerk lived on the premises of 
his principal. 


Accountancy Bodies 
in the United Kingdom 
The first organized body of account- 
ants to be formed in the United King- 
dom was The Society of Accountants in 
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Edinburgh in 1854, and this was fol- 
lowed later by: 

The Institute of Accountants and Actu- 
aries in Glasgow, 1855. 

The Society of Accountants in Aber- 
deen, 1867. 

These three bodies were amalgamated 
in 1951 by the absorption of the mem- 
bers of the last two mentioned into the 
Edinburgh Society under the title of 
The Institute of Chartered Accountants 
of Scotland. 

The first bodies to be formed in Eng- 
land were: 

The Incorporated Society of Liver- 
pool Accountants, 1870. 

The Institute of Accountants, 1870. 

The Manchester Society of Account- 
ants, 1871. 

The Society of Accountants in Eng- 
land, 1872. 

The Sheffield Society of Accountants, 
1877. 

In 1880, The Institute of Chartered 
Accountants in England and Wales was 
founded on the petition of the five 
bodies mentioned above, and whilst the 
old Institute and the Society were dis- 
solved, the Liverpool, Manchester and 
Sheffield societies remained in existence 
and still continue to-day as district 
societies. 

Other bodies of accountants were 
later formed in the United Kingdom 
and various amalgamations have subse- 
quently taken place. The present com- 
position of the remaining sponsoring 
bodies to the congress is: 

The Society of Incorporated Ac- 
countants and Auditors, 1885. 

The Institute of Chartered Account- 
ants in Ireland, 1888. 

The Association of Certified and Cor- 
porate Accountants, 1939 (previously 
The London Association of Accountants 
1905 in which was merged: 
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The Corporation of Accountants, 
1891. 

The Institute of Certified Public 
Accountants, 1903). 


The Institute of Municipal Treasurers 
and Accountants, 1901 (following the 
unincorporated association known as The 
Corporate Treasurers and Accountants 
Institute, founded 1885). 


The Institute of Cost and Works Ac- 
countants, 1919. 


Growth of the Profession 


Although our forbears had the prud- 
ence to organize themselves into a learn- 
ed profession, they could not foresee 
how far and how wide their efforts 
would develop. In June, 1890, a mem- 
ber delivering a lecture was reported in 
The Accountant® of that date as having 
said: 

As regards the distant future, he would 

be a bold man who would say that the 

society of that day would number account- 
ants among its members. Accountants are 
the product of present economic conditions 
the outcome of which cannot be foretold. 

. . . Without any moral progress we may 

have economic changes which will render 

accountants superfluous. 

The economic changes which have 
come to pass would appear to have 
had the opposite effects to those ex- 
pected by the lecturer. 


Expansion in Numbers of 
Non-practising Members 


The original Institute of Accountants 
was composed almost entirely of mem- 
bers in practice, but the position to-day 
is very different. The non-practising ele- 
ment has now become the greater pro- 
portion of the members of the profes- 
sional bodies, a substantial proportion of 
this element being employed in practising 
accountants’ offices. 


In my view, it is most important that 
se pssst inserts 
*The Accountant, June 28, 1890. 
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the practising and non-practising mem- 
bers of the profession should work close- 
ly together. Such radical changes have 
taken place in the work of the account- 
ant in practice over ‘the last 50 years 
and the expansion of business has so 
extended the volume of detail encounter- 
ed in an audit, that their co-operation is 
essential. 

Most of the professional bodies have 
established research committees on which 
both elements of the profession are al- 
most evenly represented, and it is sur- 
prising what a difference of outlook 
there is on some of the subjects which 
are discussed; a feature which is invalu- 
able in thrashing out many of the prob- 
lems with which the profession is faced, 
as it helps to prevent the publication of 
recommendations and memoranda which 
may be too theoretical. 


Milestones in Progress 


The activities of the professional ac- 
countant have shown a steady expansion 
over the past 70 years. This expansion 
is partly due to the increased complexity 
of modern business, but is very largely 
caused by the increase in the amount of 
national legislation which bears upon the 
daily activities of industry and commerce. 
Among those which have had an import- 
ant bearing upon the practising account- 
ant, may be found the following: 

(1) The Bankruptcy Act, 1831. 

(2) The Relief of Insolvent Debtors Act, 
1842. 

(3) The Railway Clauses Consolidation 
Act, 1845. 

(4) The Companies Act, 1862.—This 
was at the time described as “The 
accountant’s friend”.6 

(5) The Bankruptcy Act, 1883.—This 
was the first act in which official 
receivers were established, and the 
first principal official receiver to be 
appointed was Mr. R. P. Harding, 





6 History of Accounting and Accountants, by 
Richard Brown. (T. C. & E. C. Jack.) 
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who was president of the English 
Institute in the year 1882. On his 
appointment, Mr. Harding resigned 
his membership of the Council and 
retired from the firm of Harding, 
Whinney & Co., in which he was 
a partner. 
(6) The Bankruptcy Act, 1890. 
(7) The Building Societies Act, 1894. 
(8) The Companies Act, 1900, which 
first provided for the compulsory 
appointment of auditors. 
The Companies Act, 1908, which 
provided for the formation of priv- 
ate limited companies; and finally, 
The Companies Act, 1948, which 
for the first time provided that, with 
certain exceptions, auditors of limit- 
ed companies should be members 
of recognized professional bodies. 


(9 


~~ 


(10) 


It is amusing to record that the first 
direct recognition of The Institute of 
Chartered Accountants in England and 
Wales in a Parliamentary Bill was in the 
Lunacy Acts Amendment Bill, 1885, 
under which the accounts of certain in- 
stitutions registered for the reception of 
lunatics were required to be audited once 
a year by a member of that Institute. I 
cannot trace, however, that this particular 
clause ever reached the Statute Book. 


Taxation is another field which has 
provided a considerable amount of work 
for the practising accountant due to the 
rapidly increasing rate of tax and the 
complexity of the legislation. In the 
early days, when income tax was no more 
than a few pence or shillings in the £, 
one finds little record of the subject in 
contemporary professional journals, and 
it is not referred to in any catechism of 
the principal occupations of the practis- 
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ing accountant. Indeed, the Finance Act, 
1900, contained only one clause dealing 
with income tax. 

This position has changed over the 
past forty years. The year 1909 saw the 
imposition of a super-tax; 1916 the first 
excess profits duty, and 1939 not only 
the excess profits tax, but also the in- 
crease in the rate of income tax to 7s. in 
the £, which subsequently rose to the 
unprecedented figure of 10s. in the £. 


All these increases of taxation have 
brought with them not only problems 
connected with the computation of the 
profits to be assessed, but in addition 
they have had a serious effect on the 
moral standards of the commercial com- 
munity, thereby placing a much heavier 
responsibility on the accountant who is 
usually called upon to compute the profit 
for assessment. 


The progressive expansion of the work 
of the practising accountant may be traced 
through the stages which I have set out. 
From the administration of the Bank- 
ruptcy Acts, dealing with the affairs of 
the private firm, whether from the grow- 
ing angle of taxation or from an audit 
standpoint, to the auditing of the accounts 
of small private companies and the large 
public corporations which we see to-day. 


The tendency in this development has 
been to remove the intimate atmosphere 
in which the practising accountant him- 
self previously operated. So much of 
what is done to-day must be carried out 
by his managing clerks and their assist- 
ants, leaving the accountant to exercise 
supervision and to deal with points of 
principle rather than matters of detail. 


THE PROFESSION AS IT IS TO-DAY 


Nationalized Industries 
Whether one accepts the policy of 
nationalization or not, it cannot be over- 


looked that many of the basic industries 
and utilities of the nation will continue 
to be operated under public corporations 
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far removed from direct government 
control. 

What part can the practising account- 
ant play in this development? It is ever 
more vital under such conditions that 
the results of the public services should 
be reported on by independent persons 
who have the knowledge to ensure that 
a true and fair account of their trading 
activities is presented to the public — to 
whom the management is ultimately re- 
sponsible. Furthermore, it becomes more 
than ever necessary that the practising 
accountant should concern himself with 
matters of principle, leaving the matters 
of detail to be dealt with by a depart- 
ment of internal audit. 


One of the most noticeable features in 
the development of large-scale enterprise 
is the shortage of those who are trained 
to administration on this vast scale. Much 
of the training which can be acquired in 
the offices of practising accountants 
should fit men for this task. With the 
extension of the public services, it has 
been the common experience of account- 
ants in practice that many of their best 
assistants have been drawn away into the 
public service. 


Auditing 

The science of auditing has not stood 
still, but has developed abreast with 
commercial practice. It is affected par- 
tially by legal decisions and partially by 
changes forced upon the profession by 
the increasing complexity of modern 
commerce and by other changes which 
are necessarily brought about by the 
adoption of mechanical methods of ac- 
counting, which have superseded the 
older methods. 

Of the legal decisions, the most im- 
portant in this connection is probably the 
case of the Royal Mail Steam Packet Co. 
(1931) which dealt with the non-dis- 
closure of the utilization of secret re- 
serves. Up to that time, whilst it had 


always been regarded as wrong to over- 
state profits, it was not necessarily con- 
sidered improper to understate them — 
indeed, this was regarded as a prudent 
virtue. It is to-day appreciated that 
either extreme results in a true and fair 
view of the profit being distorted, and 
prevents fulfilment of the requirements 
of the Companies Act, 1948. 

Another important decision was in the 
American case of McKesson and Robbins 
(1939), which dealt with the verification 
of the existence of stock-in-trade. Up to 
now, this aspect of an audit has not been 
brought into great prominence in this 
country, but there is a body of thought 
which feels that sooner or later a great 
deal more notice must be taken of the 
duties and obligations of stock verifica- 
tion. 

When the audit becomes so extensive 
that it is impossible for the auditor to 
carry out his work in the fullest detail, 
questions of principle take first place, and 
tests, rather than detailed checking, as- 
sume the greater importance. Testing the 
methods of stocktaking is therefore more 
likely to become a leading part of the 
audit program of the future — even 
more than it is to-day. 

The research committees of the vari- 
ous professional bodies which have been 
formed over the last ten years have de- 
voted most of their exploration to ac- 
counting principles rather than to audit- 
ing practice. Those principles which 
they have laid down have met with a 
considerable measure of success and have 
led to an improvement in the all-round 
standards of accounting. 


Auditing is not a matter which can 
be dealt with in a similar manner: it 
is essentially a question of experience 
and judgment and it is not possible to 
lay down any hard and fast rules for 
general adoption. It therefore becomes 
necessary for the accountant to keep 
his audit programs under constant re- 
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view so that, apart from the avoidance 
of their becoming stilted, he can en- 
sure that his clerks’ time is spent on 
matters which are of value and not 
wasted on items which are of little 
consequence. Many points of audit 
which were essential 70 years ago are 
unnecessary to-day because of the dif- 
ferent methods of book-keeping which 
have developed since then. 


Internal Audit 

Not only are the affairs of industry be- 
coming more complicated and involved 
but, owing to amalgamations, national- 
ization and the development of large 
combines, their activities are more wide- 
spread. This all tends to make the work 
of the auditor more remote from detail 
than in the past, and a different practice 
must come to pass if this is to be efficient- 
ly carried out in the future. I believe 
we shall reach the stage when the 
auditor, as we understand him to-day, 
will become the auditor of policy and 
principle. In shaping his certificate he 
will take into account his views of the 
functions and the audit program of the 
internal auditor, whose duty it will be to 
ensure the verity of the internal and day- 
to-day transactions of the business. 


With this development, the position of 
the internal auditor will become more im- 
portant, and it becomes increasingly es- 
sential that he should have a strong pro- 
fessional body behind him and remain 
actively associated with the practising 
side of the profession so that he may 
maintain a position of independence in 
carrying out his work. The result of such 
a change would mean that the practising 
accountant would work with a smaller 
but more specialized staff who would 
deal with audits on the basis of principle. 


Audit of Management 
There have been demands in certain 
quarters for the accountant to undertake 
an audit of management. If by this it is 


intended to mean that he should critictae 
the activities of the executive this seems 
to be outside his province. On the other 
hand, if it is intended to refer to the 
measurement of efficiency, then it may 
well be that he can be of service to 
management by indicating the basis 
upon which a standard can be set up and 
comparison made with the similar 
standards of other units and trades. 


I suggest that this line of thought 
may be developed in the future in con 
junction with accountants in industry or 
in the public service. 

Although the accountant in practice 
cannot be a judge of technical efficiency 
he can perform a useful function by 
periodically making an independent re- 
port on finance and financial administra- 
tion. This is particularly appropriate 
in the case of nationalized industries 
where the controlling factors of profit 
and competitive charges are absent. In- 
deed, it becomes increasingly important, 
as the work of Parliament to-day is too 
heavily laden to enable full attention to 
be given to annual reports of these in- 
dustries, except to the more outstanding 
features, and much of the routine detail 
passes without comment. 


Independence 

One of the most important character- 
istics of the accountant in practice should 
be his position of independence. From 
this standpoint he is able to present to 
Government commissions or to the Board 
of Inland Revenue a dispassionate view 
of the difficulties facing his clients and 
of the problems arising out of legislation 
and its practical application, without 
these views being tainted in any way — 
as they frequently are in the case of 
those who are immediately affected and 
who naturally look at them from a biased 
standpoint. 

It is also important in his position as 
auditor. Under the Bill which preceded 
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the Companies Act, 1948, it was pro- 
posed to provide complete independence, 
but this was amended during the passage 
through Parliament, and in the final Act 
modifications were made in favour of a 
partner or an employee of a director 
being authorized to accept appointment 
as auditor in certain cases. 

In my view, even in the case of a 
private company, independence is more 
important than convenience, and it would 
have been better to have adhered to the 
original proposals. 

This independence is to some degree 
lost by those who go into industry and 
public service and it is being lost by 
other professions, such as the medical 
profession which, in the United King- 
dom, has fallen under the egis of the 
National Health Service. Let us hope 
that this will not be the lot of the ac- 
countant, for it is more than ever neces- 
sary that a client’s interests should be 
represented by someone who is complete- 
ly independent and not in any way the 
servant of the Crown to whose agent 
the client’s profits have to be revealed 
for purposes of assessment. 

In some countries, restrictions are 
placed upon auditors holding shares in 
their client companies, and although 
there is no legal restraint in this country, 
I think that this principle should be re- 
garded as the best practice. 


Qualifications of the Practitioner 


What are the qualities required by 
the accountant in practice? Apart from 
his technical qualifications, undoubtedly 
the most important is his experience, 
which should enable him to supervise 
those who work for him. By his train- 
ing he is naturally cautious and yet he 
must be able to take the initiative when 
required. He should have the ability to 
concentrate and to sift evidence, to take 
a realistic view and to inspire confidence. 
He is more often quiet and of a retiring 
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disposition but, of course, as in all pro- 
fessions, a good personality will be a 
great asset to him. Above all, he should 
be patient and understanding and be en- 
dowed with tact and determination. 

For many years, the principal activity 
of the practising accountant was the 
auditing of accounts, but with the growth 
of modern commerce the proportion of 
any practice which is devoted to this is 
very much less. So far as auditing is 
concerned, this may be of the accounts 
of companies or public boards when the 
statutory requirements are defined, or of 
private firms where the auditor’s duties 
may be restricted by agreement. But, in 
either case, it is important to realize that 
the accountant should certify only from 
his own first-hand evidence and knowl- 
edge and not on the basis of information 
supplied to him by others. It is in the 
exercise of his judgment in this respect 
that he either succeeds or fails in his 
task. 


Directors of Companies 


It is becoming more and more the 
practice to appoint accountants to the 
boards of public and private companies; 
in many instances they become managing 
directors or chairmen. In other instances, 
they are there as part-time directors and 
bring to the board meetings their knowl- 
edge of finance and wide experience of 
industry or commerce. They are able to 
regard the proposals which come before 
the directors from the accounting and 
financial angle and from the nature of 
their training they exercise a brake upon 
any over-optimistic outlook on the part 
of other members of the board, thus 
serving as a steadying influence. 


Executors and Trustees 
The practice of a client appointing 
his accountant as one of the executors 
under his will has been found to be par- 
ticularly convenient. The accountant has 
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probably a greater accumulated knowl- 
edge of the deceased’s wishes than any 
one else and, in addition, has the means 
readily available to administer the trust. 

By his personal knowledge of the 
family of the deceased he can advise and 
assist them in a less official manner than 
a trustee corporation. 

The trustee departments of the prin- 
cipal banks and insurance companies have 
entered into this class of work over the 
last 30 years, but while they offer the 
advantage of continuity in trusteeship by 
virtue of their corporate status, the per- 
sonal approach and intimate knowledge 
of the deceased’s affairs is in most cases 
more valuable. 

This advantage is sometimes more 
readily appreciated by the beneficiaries 
under a will than by the testator. 


Prospectuses 


The certification of profits for pros- 
pectus purposes is another important 
part of an accountant’s duties. Until re- 
cently, this work was of a very special- 
ized nature, but is now becoming more 
widespread. 

There is no doubt that with the in- 
crease in the burden of death duties and 
taxation, and the resulting necessity for 
many private family companies to become 
publicly owned, the outlook for this part 
of the work of the profession may be 
regarded as steadily increasing in im- 
portance. 

Although certain principles are laid 
down with regard to the preparation of 
these certificates and the research com- 
mittees of the professional bodies have 
issued memoranda dealing with the sub- 
ject, the ultimate statement rests upon 
the judgment of the accountant himself. 
He is frequently called upon to make a 
number of necessary adjustments so that 
any changes which may have taken place 
during the basic period are clearly allow- 
ed for, and the profits of the past stated 


on a similar basis to the recurring profits 
of the future. The accountant has to re- 
member that in these cases he must deal 
with the facts as he finds them, avoiding 
any estimates, especially with regard to 
future prospects. This is an aspect which 
frequently appears in a prospectus, but it 
is a statement which should appear over 
the signatures of the directors and not 
form part of the statement of facts which 
is certified by the accountant. 


Taxation 

With rates of taxation as high as they 
are to-day, any new venture which is 
commenced has to be carefully considered 
beforehand from the point of view of 
how taxation will affect the company 
and its undertaking; in what manner any 
additional capital that may be required 
should be raised, and what assessments 
will arise on the profits which are sub- 
sequently made. The accountant, over 
the past 40 years, has acquired great ex- 
perience and a high reputation for deal- 
ing with this part of a company’s affairs 
and for advising the directors on their 
company’s taxation position. 

Although this is principally a matter 
of the application of law, this field has 
been largely left to the accountant and 
not so much practised by the legal pro- 
fession until the stage of appealing to 
the Courts is reached. Indeed, under 
s. 137 of the Income Tax Act, 1918, an 
accountant who is a member of an in- 
corporated body is entitled to be heard 
on behalf of his client at appeals before 
the Commissioners, and where the na- 
ture of the appeal is a dispute on a ques- 
tion of fact, he is probably the most ap- 
propriate person to deal with the matter. 
On the other hand, where the question 
of the appeal is based rather more on Jaw 
and where it appears that the case is 
likely to go to a higher Court before a 
final decision is obtained, then it is cus- 
tomary for the client to be represented 
by a solicitor or counsel from the outset 
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so that the case may be handled con- 
sistently by the same person throughout 
the period of the argument. 

The settlement of taxation assessments 
is largely a matter of tripartite agreement 
between the taxpayer and the Inland 
Revenue, with the accountant acting as 
intermediary. He is trusted by his client 
to make a fair and just settlement and by 
the Inland Revenue to make a full dis- 
closure of the facts, after which he 
should and is expected to fight to the 
best of his ability in his client's interests. 

This relationship has been so firmly 
established and the accountant’s reputa- 
tion for fair dealing so fully accepted by 
both sides, that taxation liabilities are 
settled with relatively little recourse to 
appeal. 

When taxation was a few pence or 
shillings in the £, it was a levy on profits 
and income for the purpose of running 
the essential services of a country. But 
to-day it has become a very different in- 
strument. It is now used for the purpose 
of transferring wealth from one section 
of the population to another, with the 
result that by the weight of its burden, 
it controls policy and finance to a degree 
that cannot be left out of account in 
considering the management of a busi- 
ness. 

The prospect of any change in this 
respect taking place in the future seems 
to be unlikely; the profession must there- 
fore accustom itself to this being a per- 
manent feature of its activities and en- 
sure that the best advice that can be 
given to its clients is available when they 
require it. 

So long as taxation remained at a 
modest level, it was possible for busi- 
nesses to continue in the same hands 
from one generation to another, but now 
that taxation deprives the shareholder 
of so large a part of his earnings during 
his lifetime and prevents him from build- 
ing up capital invested outside his busi- 
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ness to meet death duties, this is not al- 
ways possible. 

Death duties also are at such a high 
level that the question of the valuation 
of shares — either for the purpose of 
assessing the duty, or for the purpose of 
sale so as to realize the necessary funds 
to meet the duty — is becoming of in- 
creasing importance. The part which ac- 
countants, with their experience, can play 
in this field will be of great value in 
the future. 


Government Commissions 

The contribution which may be made 
by the accountant as a member of a 
government commission or trade com- 
mittee is being increasingly recognized. 
He brings to this work probably a more 
practical knowledge than many lawyers 
who hitherto formed a rather larger part 
of the personnel of such commissions. 
The legal mind is, of course, invaluable 
on many points, but the practical aspect 
in the production of reports is of vital 
importance. Such cases as the Monopoly 
Commission are particularly in point. 
Government commissions appointed re- 
cently to deal in particular with taxation 
and company law have all had representa- 
tives of the accountancy profession on 
them, who have been able to give a clear 
indication of the effect of the submissions 
which were made. Indeed, even apart 
from the accounting knowledge which 
the accountant brings to such gatherings, 
his widespread experience of different 
businesses also is of considerable value. 

With so many trades calling upon 
their members to provide statistics and 
returns of their trading for the purpose 
of agreeing prices with government de- 
partments and for other purposes, it is 
necessary to find some neutral person to 
whom this confidential information may 
be entrusted with complete safety. The 
accountant frequently finds himself faced 
with such a trust to-day. Many traders 
who would be unwilling to disclose their 
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affairs are quite prepared to do so when 
they know the information is to be sum- 
marized by a firm of accountants. 


Honorary Work 

Some of the practising accountant’s 
work is done in an honorary capacity, 
and there can be few offices where a sub- 
stantial proportion of time is not oc- 
cupied in dealing with the affairs of 
clubs, hospitals, or other charities, al- 
though since the National Health Act 
came into force, the work which the 
practising accountant was expected to 
contribute towards the running of volun- 
tary hospitals has ceased and any func- 
tion which he now performs is in his per- 
sonal capacity on the management com- 
mittee rather than work being done by 
his own staff in office hours. The ex- 
tent of the voluntary work done by ac- 
countants in the past is evidenced by the 
steep rise which has taken place in the 
administration costs of hospitals since 
they were nationalized. 


Management Accounting 
There are many firms which specialize 
in advising on management accounting. 
Not all these firms are accountants in 
general practice, none the less, the sub- 
ject is one on which accountants in prac- 
tice are well able to advise their clients 


Obituaries 


Reginald Ewart Sayce 

The Institute of Chartered Accountants of 
British Columbia announces with deep regret 
the sudden death of Reginald Sayce, age 67, 
aboard the S.S. “Scythia” while enroute to 
England. 

Mr. Sayce was born in Wales and came to 
Canada in 1907. He was admitted to the 
Saskatchewan Institute in 1913. From 1923 
to 1936 he practised his profession in Moose 
Jaw. In 1937 he came to Vancouver where 
he continued in practice until his death. 

To his son and daughter the members of 
the Institute extend their sincere sympathy. 


and without difficulty to keep in coa- 
tinuous contact with them, whilst any 
changes which may have been advocated 
are being effected. They have the ad- 
vantage of knowing the personnel with 
whom they are dealing and they have an 
extensive knowledge of the past history 
of their client. At the same time, it is 
a service which cannot be provided by 
every small firm as it requires, in the 
first instance, the whole-time application 
of members of the accountant'’s staff. Not 
all firms are able to have staff available 
for this purpose for so long a period. 

It behooves the accountant in practice 
to train himself intensively to become 
constructive, to make useful contributions 
towards solving the problems of industry 
and commerce, and not to be purely crit- 
ical and negative in his advice. 

It will be seen, from what I have said 
in the foregoing paragraphs, that the ac- 
countant performs many services and 
functions for his clients: he is the archi- 
tect of a business when it is built the 
surgeon or physician during its lifetime 
in tending its health and diagnosing its 
difficulties; the policeman protecting the 
shareholders from those who would mis- 
direct their affairs; and ultimately, should 
the need arise, he fulfils the duties of the 
undertaker. (To be concluded) 


Frederick CHarles Hill 

It is with deep regret that the Institue 
of Chartered Accountants of Ontario am 
nounces the death of Frederick Charles Hill 
in his 52nd year. 

Mr. Hill was born and educated in To 
ronto. He obtained his training with the 
firm of Clarkson, Gordon, Dilworth, Guilfoyle 
and Nash and was admitted to the Ontario 
Institute in 1927. 

Since 1936, Mr. Hill had been a partner 
in the firm of Hill, Teskey & Co., of Toronto. 

To his widow and family, the members of 
the Institute extend their sympathy. 
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Accounting in Relation to Changes 
In the Purchasing Power of Money 


By George G. Richardson, C.A. 


Comments on 
the English Institute’s recent Bulletin XV 





QO’ May 30 last, the Council of the 
Institute of Chartered Account- 
ants in England and Wales issued Bul- 
letin XV under the title “Accounting 
in Relation to Changes in the Purchas- 
ing Power of Money’. This bulletin 
makes an important contribution to ac- 
counting literature on this controversial 
subject and it merits close study by the 
profession throughout the world, 
The bulletin was issued in order to 
amplify the recommendation in Bul- 
letin XII on the subject of rising price 
levels in relation to accounts and par- 
ticularly to indicate the limitations on 
the significance of accounts prepared 
on the generally accepted method 
known as historical cost and to examine 
the principal suggestions which have 
been made for new principles to over- 
come these limitations; also to make 
recommendations as to the procedure 
to be followed in preparing annual 
accounts unless or until a generally ac- 
ceptable alternative is available. There 
is therefore a distinct difference in the 
objective from that of the American 
study group (which included not only 
accountants but economists, lawyers, 
and businessmen as well) whose report 
on the much broader study on the same 


general topic was recently published 
under the heading of ‘Changing Coo- 
cepts of Business Income”. 


The conclusions and recommenda- 
tions contained in Bulletin XV are 
given verbatim below: 


Conclusions and Recommendations 


The Council cannot emphasize too 
strongly that the significance of accounts 
prepared on the basis of historical cost is 
subject to limitations, not the least of 
which is that the monetary unit in which 
the accounts are prepared is not a stable 
unit of measurement. In consequence the 
results shown by accounts prepared on the 
basis of historical cost are not a measure 
of increase or decrease in wealth in terms 
of purchasing power; nor do the results 
necessarily represent the amount which 
can prudently be regarded as available for 
distribution, having regard to the financial 
requirements of the business. Similarly 
the results shown by such accounts are not 
necessarily suitable for purposes such as 
price fixing, wage negotiations and taxa- 
tion, unless in using them for these pur- 
poses due regard is paid to the amount of 
profit which has been retained in the 
business for its maintenance. 

On the other hand the alternatives to 
historical cost which have so far been sug- 
gested appear to have serious defects and 
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their logical application would raise social 
and economic issues going far beyond the 
realm of accountancy. The Council is 
therefore unable to regard any of the sug- 
gestions so far made as being acceptable 
alternatives to the existing accounting 
principles based on historical cost. 


Recommendations 


Unless and until a practicable and gen- 
erally accepted alternative is available, the 
Council recommends that the accounting 
principles set out below should continue 
to be applied: 

(a) Historical cost should continue to be 
the basis on which annual accounts 
should be prepared and, in conse- 
quence, the basis on which profits 
shown by such accounts are com- 
puted. 

(b) Any amount set aside out of profits 
in recognition of the effects which 
changes in the purchasing power of 
money have had on the affairs of the 
business (including any amount to 
finance the increase in the cost of 
replacement, whether of fixed or cur- 
rent assets) should be treated as a 
transfer to reserve and not as a charge 
in arriving at profits. If such a 
transfer is shown in the profit and 
loss account as a deduction in arriving 
at the balance for the year, that bal- 
ance should be described appropriate- 
ly, since it is not the whole of the 
profits. 

(c) In order to emphasize that as a mat- 
ter of prudence the amount so set 
aside is, for the time being, regarded 
by directors as not available for dis- 
tribution, it should normally be treat- 
ed as a capital reserve. 

(d) For balance sheet purposes fixed assets 
should not (except in special circum- 
stances, such as those referred to in 
paragraph 297!) be written up, es- 
pecially in the absence of monetary 
stability. 

The Council also recommends to mem- 
bers who are directors or officers of com- 
panies or who are asked by clients for 
advice, that they should stress the limita- 
tions on the significance of profits com- 


puted on the basis of historical cost in 

periods of material changes in the pur- 

chasing power of money; and that they 
should draw attention to the desirability 
of: 

(a) Setting amounts aside from profits to 
reserve in recognition of the effects 
which changes in the purchasing 
power of money have had upon the 
affairs of the business, particularly 
their effect on the amount of profit 
which, as a matter of policy, can pru- 
dently be regarded as available for 
distribution. 

(b) Showing in the directors’ report or 
otherwise the effects which changes in 
the purchasing power of money have 
had on the affairs of the business, in- 
cluding in particular the financial 
requirements for its maintenance and 
the directors’ policy for meeting those 
requirements, either by setting aside 
to reserve or by raising new capital. 

(c) Experimenting with methods of mea- 
suring the effects of changes in the 
purchasing power of money on profits 
and on financial requirements. If 
the results of such experiments are 
published as part of the documents 
accompanying the annual accounts, 
the basis used for the calculations and 
the significance of the figures in re- 
lation to the business concerned 
should be stated clearly. 

These pronouncements should find 
general acceptance with most account- 
ants, particularly since they do not 
rule out new concepts of income which 
may in future be demonstrated to be 
practicable and generally acceptable. 


The bulletin opens with an excellent 
statement under the heading “Account- 
ing Based on Historical Cost’ which 
includes a reference to the limitation 
upon the significance of monetary pro- 
fits in times of material changes in 
price. The last two sentences of this 
portion of the statement read as fol- 
lows: 

Monetary profits do not therefore neces- 
sarily reflect an increase or decrease in 
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wealth in terms of purchasing power; and 

in times of material change in prices this 

limitation upon the significance of mone- 
tary profits may be very important. 

It would be a major development in the 
building up of a coherent and logical struc- 
ture of accounting principles if the limita- 
tions of accounts based on historical cost 
could be eliminated or reduced by the 
adoption of new principles, capable of 
practical application to all kinds of busi- 
nesses in a manner which would be inde- 
pendent of personal opinion to a degree 
comparable with the existing principles 
based on historical cost. 

However, from the discussion which 
follows this statement it is clear that 
this is not to be taken as indicating 
that Council would necessarily be in 
favour of some alternative concept of 
income based on other principles if 
the difficulties of its application in an 
objective manner could be solved. In 
fact, in discussing the social and eco- 
nomic issues they conclude that the 
issues which would be raised involve 
major considerations of general mone- 
tary and social policy which go far 
beyond the question whether one 
accounting method of computing busi- 
ness profits is more free of limitation 
than another. This statement almost 
suggests that changes in accounting 
principles in this direction could not 
be made as a result of general agree- 
ment among accountants as to what 
are proper accounting principles but 
would require some further sanction. 


The bulletin does not discuss the 
pros and cons of one concept of income 
as against another but proceeds to a 
discussion of the suggestions which 
have been made for new accounting 
principles under four main headings: 


(1) the replacement cost method of 
dealing with fixed assets; 

(2) the writing up of fixed assets; 

(3) the current value method of 
dealing with stock-in-trade and 
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depreciation of fixed assets; 

(4) the index method of adjusting 
accounts to reflect changes in 
the purchasing power of money. 

The principal criticisms made of 

methods designed to provide a reserve 
sufficient to cover the cost of replacing 
fixed assets are: 

(a) the uncertainty of the basis of 
the calculations unless the asset 
life is short and consequently 
the resulting wide scope for 
extremes in personal opinions; 

(b) the effect of technological 
changes in the nature of the ac- 
tual replacement and the cost 
thereof; 

(c) the necessity for continually in- 
creasing charges if prices con- 
tinue to rise in order to make 
good past deficiencies. 


In the discussion as to the problems 
arising on replacement, the difference 
between Council’s approach and that of 
the American study group is particu- 
larly marked. The latter body’s con- 
clusions deal with concepts of income 
and the conclusion is expressed that in 
spite of difficulties the technical prob- 
lems of reflecting them in the accounts 
can probably be solved. Bulletin XV, 
in contrast, expresses rather definite 
views as to the character of the provi- 
sions or reserves created on a replace- 
ment cost basis in a period of rising 
prices and stresses the inconsistencies 
which would be found if certain of 
the advocated methods were adopted. 
For example, it is stated that if the cost 
of an asset acquired at higher prices 
to replace an existing asset is brought 
into the balance sheet, the excess re- 
serve created for replacements will be 
part of the proprietorship interest, this 
being inconsistent with the fact that 
profits were arrived at after charging 
this provision. Nor dces the alterna- 
tive treatment of charging the replace- 
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ment against the reserve appear to find 
any great favour, it being pointed out 
that this would result in the balance 
sheet showing the cost of earlier assets 
rather than the cost of present assets. 
The implication of this latter statement 
seems to be that in the event of a 
different method of income determina- 
tion being found to be preferable to 
present methods based on_ historical 
cost (e.g. a method which would be 
designed to preserve capital in terms 
of physical facilities rather than mone- 
tary units) the fact that the balance 
sheet would not show the historical 
cost of the existing assets would be a 
serious obstacle. This seems question- 
able in view of the greater importance 
of the income statement and the seri- 
ous limitations on the value of the 
present balance sheet, particularly in 
regard to the fixed asset accounts. 


It is also pointed out that in a period 
of falling prices the accumulated re- 
serve would not be sufficient to amor- 
tize the cost of the existing asset and 
the bulletin asserts that the replace- 
ment cost method is not capable of 
application in a period of falling 
prices unless the deficiency is charged 
to profit and loss, thus increasing the 
charges to what they would be on the 
historical cost method. This and other 
discussions in the bulletin leave the 
impression that the propriety of con- 
cepts of income not based on historical 
cost are nevertheless to be judged in 
the light of the principles underlying 
historical cost and in particular the ac- 
cepted practices presently followed in 
England in classifying accounts as 
between provisions and reserves; this 
is a very formidable test to apply to 
any new method and the validity of 
it seems questionable. 

Similar problems are discussed in re- 
ferring to the application of new prin- 
ciples under the second and third main 


headings, considerable emphasis being 
given in each case to the dependence 
of the method on personal opinion and 
the difficulty of maintaining consist- 
ency in the balance sheet treatment of 
provisions in excess of original cost 
during a period of rising prices; also 
to related matters such as the disposi- 
tion of any amount by which fixed 
assets may be written up under method 
no. 2. 

There is a brief discussion of the 
problems which would be involved in 
the application of a method of charg- 
ing the consumption of stock-in-trade 
on a current value basis. It reads in 
part as follows: 

In a period of falling prices when stock-in- 
trade could be replaced at less than its 
historical cost, the current value method 
could not be applied unless an additional 
charge were made to cover the excess 
of the historical cost over the current 
value. Whether prices are rising or fall- 
ing, however, the difference between the 
cost of an article and its current value may 
often result to a much greater extent from 
market fluctuations in the prices of par- 
ticular goods than from any general trend 
in the purchasing power of money. Such 
market fluctuations are an ordinary busi- 
ness hazard affecting profit or loss and 
their incidence on a particular business 
may be dependent to a considerable extent 
upon judgment in buying and on man- 
agement generally, whereas under the cur- 
rent value method the effect of these fluctu- 
ations would be excluded in computing 
profits. 

In the light of the general accept- 
ance of the last-in first-out method in 
America and the emphasis placed in 
Bulletin 29 of the American Institute 
on the proper matching of costs and 
revenues, this statement is not likely to 
convince accountants and business men 
on this side of the water who advocate 
replacement cost accounting for in- 
ventories of the impropriety of their 
views. 
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Professional Notes 


Careful study of the bulletin will 
well repay the reader and should do 
much to bring about a greater appre- 
ciation of some of the practical prob- 
lems involved in making any radical 
change in the present concept of in- 
come. However, it leaves one with a 
feeling that perhaps Bulletin XV _ puts 
the cart before the horse — that the 
first problem is to consider whether 


Professional Notes 


ALBERTA 


Nash & Nash, Chartered Accountants, an- 
nounce the admission to partnership of 
Messrs. W. Keith Adams, C.A., D. P. Ogilvie, 
CA., and W. B. Simpson, C.A. They further 
announce the opening of an office at Prince 
George, B.C. with Mr. D. P. Ogilvie, C.A. 
as resident partner, and also the removal of 
their Edmonton office to the Hollingworth 
Bldg., 10044 102nd St., Edmonton. 





BRITISH COLUMBIA 


Mr. Robert C. Ellis, C.A., announces the 
opening of an office for the practice of his 
profession in Mission City. 

7 * * 

McIntosh, McVicar & Dinsley, Chartered 
Accountants, 514 Standard Bank Building, 
Vancouver, announce the admission to 
partnership of Messrs. Arthur Hesford, C.A. 
and H. R. Tate, B.A., C.A. 


Mr. Patrick M. Reynolds, C.A. announces 
the admission to partnership of Mr. Ramsay 
H. Milne, C.A. Their practice will be con- 
ducted under the firm name of Patrick M. 
Reynolds & Co., Chartered Accountants, at 
Ste. 810, 402 W. Pender St., Vancouver. 


P. S. Ross & Sons and Robert Bell & Co. 
announce the merging of their practices. The 
present partners of Robert Bell & Co., Mr. 
Robert Bell and Mr. Ian H. Bell, will become 
partners of P. S. Ross & Sons and the com- 
bined practices in Vancouver will be carried 
on under the latter name with offices at 744 
W. Hastings St., Vancouver. 
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some alternative concept of income is 
more desirable taking all viewpoints 
into account. If it is, it does not seem 
too much to expect that it would result 
in new accounting techniques and that 
some, at least, of the problems foreseen 
in the discussion in Bulletin XV would 
disappear with the substitution of a 
new underlying principle in place of 
historical cost. 


ONTARIO 


Smith, Méetherell, Jackson & Webb, 
Chartered Accountants, announce the removal 
of their offices to 152 James St. S., Hamilton. 

* ok * 


Mr. John E. Howe, C.A. announces the 
opening of an office for the practice of his 
profession in the Royal Bank Bldg., 1733 
Victoria Ave., Niagara Falls, Ont. 

* * * 


Williamson, Shiach, Sales, Gibson & Mid- 
dleton, Chartered Accountants, Toronto and 
Montreal announce the admission to part- 
nership of Mr. Robert E. Pogue, C.A. 


The Chartered Accountants Club 
of Western Ontario 


The Chartered Accountants Club of West- 
ern Ontario held its annual meeting and 
elections on June 6, 1952 at the Cobblestone 
Inn. The following officers were elected 
for the coming year: president, J. W. Carson; 
vice-presidents, G. W. Benson, R. G. Brown- 
ridge, J. W. R. Caldwell, S. H. Humphrys; 
secretary, S. C. Ferguson; treasurer, R. T. 
Morton. 


SASKATCHEWAN 


Clarkson, Gordon & Co., Chartered Ac- 
countants, and Read, Smith & Forbes, Charter- 
ed Accountants, announce that their practices 
have been combined and will be carried on 
in Regina under the name of Clarkson, Gor- 
don & Co, with Messrs. Walter T. Read, C.A., 
Ian Forbes, C.A., and W. E. Clarke, C.A., as 
resident partners. 
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J. E. Smyth, C.A., Editor 





[X our view the purpose of year end 
adjusting entries is primarily to 
measure income for a period of time. 
One would not think this was their 
purpose, though, to hear the way 
people refer to them. We hear only 
of entries “to set up accrued liability 
for salaries”, “to record prepaid insur- 
ance”, etc., etc. Surely such descrip- 
tions touch the form rather than the 
substance of what we really intend to 
accomplish with the adjusting entries. 
These descriptions are also a legacy 
from the days when the emphasis was 
on the balance sheet instead of the 
income statement. 

We think it would be more precise 
to describe the adjusting entries as, ‘‘to 
record salaries expense for the period 
Dec. 26-31", “to correct the amount 
charged to insurance expense by the 
portion unexpired Dec. 31”, etc. The 
reason we do not use such descriptions 
is obvious: they take longer to write. 
But if we use the short, less precise, 
descriptions continuously we are in 
danger of forgetting what we are really 
trying to do. 

In a sense all the adjusting entries 
are correcting entries. For reasons of 
pure bookkeeping expediency the whole 
amount of a cost may be charged either 
to an expense account (e.g., office sup- 
plies) or to an asset account (e.g. de- 
livery equipment) when incurred. It 
may be realized all along that by the end 
of the current financial period some por- 
tion of the cost will remain for the earn- 


ing of revenue in the future (as with 
office supplies); or that some portion of 
the cost will have been applied to the 
earning of revenue in the current year 
even though it has all been charged to 
an asset account (as with delivery equip- 
ment). But these are things that can 
readily be corrected by adjusting entries 
at the end of the year. 

Again, for reasons of bookkeeping ex- 
pediency some types of revenue (e.g., 
rent and interest) are recorded only on 
the occasion of a receipt of money. By 
this method we may have by the end of 
the financial period either more or less 
credited to the revenue account than ap- 
plies to the period. We speak of year 
end entries to record a “deferred credit” 
or an “accrued asset’ but the underlying 
purpose of the entries is to correct the 
revenue accounts affected. 

Having these points in mind, we may 
re-classify the adjusting entries as fol- 
lows: 

(1) Year end entries to correct an 
understatement of expense 
(a) Dr. Salaries expense 
Cr. Accrued liabilities 
To record salaries expense 
Dec. 26-31 
(b) Dr. Depreciation expense—building 
Cr. Allowance for depreciation of 
building 
Annual provision: 10% of cost 
(c) Dr. Bad debts expense 
Cr. Allowance for doubtful 
accounts 
To bring balance in allowance ac- 
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count up to amount required, per 
ageing schedule 


(2) Year end entries to correct an 
understatement of revenue 
(a) Dr. Accrued asset 
Cr. Interest revenue 
To record interest earned but not 
received for the period Oct. 1 — 
Dec. 31 


(3) Year end entries to correct an over- 
statement of expense 


(a) Dr. Prepaid expenses 
Cr. Office supplies expense 
To correct office supplies expense 
for cost of supplies on hand Dec. 31 
(b) Dr. Merchandise inventory 
Cr. Cost of goods sold 
To correct cost of goods sold for 
cost of merchandise on hand Dec. 31 


(4) Year end entries to correct an over- 
statement of revenue 


(a) Dr. Rent revenue 
Cr. Deferred credit 
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To correct rent revenue for rent 
received in advance for Jan. 1952 
* * * 


We have come across the same sort of 
difficulty when students, and accountants 
too, explain the reason for the audit pro- 
cedure known as “‘inventory cut-off”. Al- 
most invariably they give, as one of the 
purposes of the procedure, ‘‘to see that 
the liability is recorded for merchandise 
on hand”. The point is, however, that if 
we know that the liability is recorded for 
goods received and in stock, we also know 
that the corresponding expense (cost of 
goods sold) is recorded. A main pur- 
pose of accountancy is to measure in- 
come. Accountants should be at least as 
much concerned with the correct mea- 
surement of expense as with the correct 
recording of liabilities. Some may argue 
that the two are one and the same 
thing, but we still think the emphasis im- 
plied in the usual explanation is un- 
fortunate. 


PUZZLE FOR OCTOBER 


I have a tank, fed by two taps, which 
holds exactly sixty-three gallons of water. 
Either tap will half fill the tank in six- 
teen minutes, but the two, turned on to- 
gether, fill it in fifteen and three-quarter 
minutes. This seems odd at first, but the 


explanation is that there is a leak at the 
bottom of the tank. What is the rate of 
leakage, in pints per minute, supposing 

it to be uniform? 
(Contributed by Mr. L. ]. Upton, 
Toronto) 


SOLUTION TO THE SEPTEMBER PUZZLE 


Either Mr. Jones or Mr. Smith lives in 
Kelowna. As the brakeman’s next-door 


neighbour earns $3,000, he must be Mr. 
Smith, because Mr. Jones earns $2,000. 
Therefore: Mr. Jones lives in Kelowna 
Mr. Smith lives half way be- 
tween Kelowna and Vernon 
Mr. Robinson lives in Vernon. 


The brakeman’s name is Jones, as his 
name is the same as that of the passenger 
living in Kelowna. 

Smith beat the fireman at billiards. 

Therefore: Jones is the brakeman 

Robinson is the fireman, and 
Smith must be the engineer. 
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DOES A STUDY OF ACCOUNTING ADD TO ONE’S “CULTURE”? 


“I shall only add, That the Theory of this Art or Science is beautiful and curious, 
very fit for improving the Minds of Youth, exercising their Wit and Invention, and dis- 
posing them to a close and accurate way of thinking. On this Account several Gentlemen, 
after having got acquainted with it themselves, have been induced from the Satisfaction 
and Entertainment they found, to recommend it to others, as a valuable Piece of humane 
Literature, proper to be studied and understood by every one who pretends to liberal 
Education.” 

—John Mair in the preface to Book-Keeping Methodized (1736) 
(Cited by R. H. Montgomery in an article “Accountants’ Limi- 
tations”, The Journal of Accountancy, October 1927) 


PROBLEMS AND SOLUTIONS 


Qualified accountants have prepared the solutions appearing in this section, and the 
solutions reflect the personal views and opinions of their various contributors. Students should 
not regard them necessarily as models for submission to the examiner. The hope is rather 
that they will provide a basis for such discussion and explanation of the problems as will 
make their study beneficial. The editor will welcome discussion of the solutions published. 


PROBLEM 1 


Intermediate Examination, October 1951 
Accounting II, Question 4 (15 marks) 


R, the owner of a moderate-sized department store, has found it most convenient 
to value the physical inventory at retail. 

The following information relating to the operations of the ladies’ ready-to-wear 
department for the year ended 30 Sept 1951 has been extracted from the accounts: 


At Cost At Retail 
Inventory at beginning of period ................0.0000 $ 70,000 $105,000 
PRERMAMOES RRUNNEUE: SEPERRINL 5 c55685-cascczencancseocenssesebcassatspiiac 128,250 195,000 
I ee i Ra Fads ois scicge ss ndvsestoeann vente 160,000 
RIN re esac sas cay SAS w thee ak Se hadats Casheaaenains 7,000 
aan SPUR OUIEINNN Sa ehs ssiec Sp acogtntecaesoceae 2,000 
NII eats acec casts caseceseessooceccinaseefisies 18,000 
Mark-down cancellations ...............cccccccccccccsceesseeeseeeees 3,000 


The total retail value of the physical inventory in the ladies’ ready-to-wear depart- 
ment as at 30 Sept 1951 is $128,000. 
Required: 

(a) Calculate the value of the closing inventory at cost and the amount of the 
inventory shortage or overage at cost. 

(b) Explain the advantages of the retail method of inventory valuation for this type 
of organization. 
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A SOLUTION 


THE R DEPARTMENT STORE 
CALCULATION OF THE COST OF INVENTORY 
AT 30 SEPT 1951 AND THE AMOUNT OF INVENTORY 


SHORTAGE AT COST 








At Cost At Retail 
Inventory at beginning of period ...................0000000. $ 70,000 $105,000 
Purchases during the year ........ ...... svete eee evia a oeeete 128,250 195,000 
IND eer cere, trea iec nas cis eeasstnitnpeeneraks $ 7,000 
RAMEE “Cipy CAMCOTIBUIONS 5552255 5-..0.02. sa csscsicsecsesennsescs: 2,000 5,000 
$198,250 $305,000 
ce tae et teas ons ahaa wcch ah so teas dace vasv akaadalewseeeedens 160,000 
PO Ne i a he suse 8 Stunde ceavecisleaient hay 18,000 
Less mark down cancellations ..................cccceseecssseeeeees 3,000 15,000 175,000 
Ending inventory at retail per records ..............00...... $130,000 
% mark up = ($305,000 — $198,250) = 35% on sales price —S 
$305,000 
Actual inventory at year end date: 
OP re es eee a $128,000 
Cost = 65% of $128,000...... $83,200 
Inventory shortage: 
NN ee a hu di lace ind $ 2,000 


MN ek RPS sareet ea iced $ 1,300 


(b) ADVANTAGES OF THE RETAIL METHOD OF INVENTORY 

VALUATION FOR A MODERATE-SIZED DEPARTMENT STORE 

The retail method of inventory valuation is a simple, fast, and economical method of 
maintaining inventory. It is simple because one merely takes the price for inventory 
purposes from the price marked on the article. It is fast because it eliminates examination 
of cost invoices. It is economical because it saves time and eliminates the need for skilled 
labour for inventory purposes. 

Further, the method maintains control over the merchandise of various departments 
with a minimum of work. It provides a figure which can be readily compared with the 
value of inventory which should be on hand as shown by the records. 
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PROBLEM 2 
Intermediate Examination, October 1951 
Accounting II, Question 6 (15 marks) 


On 31 July 1951, E Ltd. entered into an agreement with A Ltd. to purchase all 
of the assets of the latter company. At that date the balance sheet of A Ltd. was as 
follows: 


ASSETS 
Pa aetehs ECLIOR ENED © 755s Sovehasctleiie s danssekicvapcaev os aeiese ea $245,000 
Prepaid insurance .............. Pavaa leap aKa Hise ons oes nese eeccetel hacdeabosees 6,000 
NNN We es easy sh cea dead cask baie Ceca snsvacv onto basen casauslasentasavbeneete 150,000 
NN ea ee EN le ace vehi cncbncules ostioscbedunsouteleion 70,000 
NER Nees crete ii chai th vaestedibens onions sesal $ 50,000 
EES PESERWE GOK CAETECIAUION «5... cai:scesscsscvnscseccssceocesiecssenicesacsessnene 10,000 40,000 
Machinery and equipment ......................... Rats eaereey cave tse ee $175,000 
TSE ESET WS TOL MCI OCUMERONS 85s csc cisssiiiionssacsdcesnsiessssssncnseveastes 20,000 155,000 
Government of Canada bonds ...................c00c0cccceeeeeoes RSs Mens 10,000 
$676,000 
LIABILITIES 
NNN a hs th cha ics Sdaaadseuads $ 500 
Accounts payable ....................0.. poe Na eee Man cree ant a he st a 390,000 
4% first mortgage ...................... Pee sceccpicrr secs eee cee 100,000 
Reserve FOr takes WN GROOMING <o.s.. cin..ssscc ccc ccscsscsesccsscese neues. 60,000 
Share capital—900 shares of $100 each, fully paid ............. 90,000 
NI NMR ccs So Seccn is eg cin non ahaa hae Pea soteces pobbacs vanes cs acehcaves 24,000 
RIN MIN IIROEN csc dcea yacccck sesh tac eck cada svessscotcclscatconsusebbotinsacas : 5,500 
NE NONI 2 a i aes eles cn aCe AE 6,000 
$676,000 








The agreement provided that the assets should be purchased on the basis of the values 
stated in the above balance sheet except that, $22,000 should be allowed off the accounts 
receivable and $29,000 off the inventory, and $1,000 would be paid for prepaid real estate 
taxes and $35,000 for goodwill. 

The consideration for the purchase was: 

(a) Payment of sufficient cash to cover the accounts payable, reserve for taxes on 

income, and the first mortgage plus the premium thereon of 714%. 
(b) Payment of $75 cash and 2 shares of no par value in E Ltd. for every share 
of A Ltd. outstanding. (E Ltd. shares to be taken at market value at 31st July 
1951, viz. $20 per share.) 
Required: 

Journal entries to record the above transaction on the books of E Ltd. and of A 

Ltd. 
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A SOLUTION 


JOURNAL ENTRIES TO RECORD THE PURCHASE 
ON THE BOOKS OF E. Ltp. 31 JULY 1948 


Dr. 
Dominion of Canada bonds ......... fe paatnes 10,000 
IN NN ok ca ae 8 at eg ae a aa ae 245,000 
SOVENOEY ...5.500005.85... afassecapetenenns i caniecsnanletatan tances ieee ; 121,000 
IN RIUMNNNINE es cist e og ue toners ts Nyse sca Vi es Seavey so sexoak ak pees auiec cians 6,000 
NINE RE UNDIIRINNY SO 552E ouavo da ecanendnvaicdueioabed ante staines , 1,000 
Tend ..... co seladais ee FanGnaie Cok bean Ua OF ab ag va eae a rice Ooo ona The nae ioe Sanam abs La ea 70,000 
Baiames. ............... Mibemaceninasten tAssenmacs matter ae ae trate 50,000 
Machinery and equipment . Meats, eee UE Se tcc edie Ree cet 175,000 
GOOG WE iiss sesenisccessesss. ePaladcua tain Sateeebe ite lates Gots eaiab stapeaseaaen 35,000 
Reserve for bad debts eat se statis 
Reserve for depreciation — buildings - 
Reserve for depreciation — machinery and equipment 
Purchase Account — A. Co. Ltd. ............. _ 
To record the purchase of all of the assets 
of A. Co. Ltd. per purchase agreement. 
Purchase account — A. Co. Ltd. Pesarataseeeeaeun ass ptereens 661,000 


MME crise is veti el os esac feces ears 

Share capital — no par value ............ . 
To record payment of consideration for pundhase 
of assets of A. Co. Ltd. — issue of cheque No. 
1234 and 1,800 shares of no par value at a stated 
value of $20 per share (by-law #....................) 


JOURNAL ENTRIES TO RECORD THE SALE ON THE 
BOOKS OF A. Co. LTD. 31 JULY 1948 


Reserve for depreciation — buildings ..... * Ss ee 
Reserve for depreciation — machinery and omulgunent 20,000 
Realization account ............ ‘ siete Sree 676,000 


Dominion of Canada bonds hy 

Accounts receivable 

Prepaid insurance . 

Inventory ein 

BS ae eect, Ree NS, 

Dutidings ........:..:. Rcaders 

Machinery and equipment . Bea cegesceetintercbictareresisit aise 
To close out assets sold (at. net book value) per 
agreement into asset realization account 

ee NIE OR aad ne iS Sk Nati anh al salva daaiain dices 7,500 
® first mortgage ............. 

To record premium 1 of My% To pepeble on > fet: menaeas 


Dr. 
a MN oo) hid gS cadna voisexeaab cxcacasvhawicinsesks 5s ten a se sh Bin $661,000 


eet CO Fascha So i. hoes bali ied ek dalen tice 
To set up amount agreed on as sales price 
of assets of company to E. Co, Ltd, 





$ 22,000 
10,000 
20,000 

661,000 


625,000 
36,000 


10,000 
245,000 
6,000 
150,000 
70,000 
50,000 
175,000 


7,500 


ce 


$661,000 
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Re tee aS ee Ae a Re ev Oavtbeirs 625,000 
NI IE I a ea seus Su eh aan emaann 36,000 
SU ROIG MIE RTRs Cor he et Bbc ch eed nut aides cc ralbaas 661.900 


To record receipt of consideration of sale 
of cash and 1,800 no par value common 
shares of E. Co. Ltd. 


Accounts payable ..... Beet an spe tiescy sie ane contests Karedes ee 390,000 


4% first mortgage ..................... eae Meerrenk tants ieee 107,500 
ere SOE GRRE We EERCONING osc cccoscp csc es ecccecscsccceceesscceisenesscpuceseevdsoeuee 60,000 
eS eS hd cat at ad eae een seupeebeieaigs 557,500 


To record payment of liabilities 


Earned surplus ........ ee U Soping acsrieatniayeesssacipessese: ehawdes 22,500 
Realization account .................. pciec pared eeu A aha aarti ; 22,500 
To transfer loss on sale to earned surplus 


PROBLEM 3 
Final Examination, October 1951 
Accounting II, Question 5 (20 marks) 


P, a married man with three children all over 21, has approached you for advice as 
to the tax implications of the incorporation of a business in which he is a partner. 

P, in partnership with O, owns a retail sales and service business. P and O each 
have a 50% interest in the profits and capital thereof. They each have been drawing 
$12,000 a year from the business as “salary”. Any further profits have been left in the 
business to finance expansion. P estimates that the profits from this business over and 
above such “salaries” to P and O will continue to average $60,000 per year. O has agreed 
to the incorporation of the business if P decides that such a course should be followed. 

P also owns the following stocks and bonds as at 31 Dec 1950: 

Average Annual 


Market Interest 

Security Cost Value or Dividends 
Government of Canada Bonds ............ $20,000 $19,500 $ 600 
ONIN INDIES 5 sh ss 10,000 9,000 500 
ME NES 25h onc 5 <caannspspssaomvseseceor 25,000 30,000 2,000 
ROMMIPRNRER NOON ooo 0502.2 sci sosesacnssvaucacndasaess 45,000 57,000 3,900 


Required: 

Write a letter to P setting out therein the tax implications of the incorporation of 
the business, on the assumption that P and O would each be paid salaries of $15,000 
per annum. Include in your letter a. plan, complete with computations, for the arrange- 
ment of P’s affairs whereby the net income after taxes available to P is at the maximum 
level. 

A SOLUTION 
P: We have reviewed your financial position and have studied the tax implications of 
incorporating the firm of which you are a partner. In doing so we have calculated 
your income, and the tax thereon, (i) assuming you remain a partner in the firm 
P & O, and (ii) assuming the firm P & O is incorporated, and that you and O would 
each be paid a salary of $15,000 per annum, and would avail yourselves of section 95A 
of the Income Tax Act. 

In summary, our calculations show that you would have a slightly higher net income 
after tax as a partner in the firm P & O than if the firm were incorporated. Schedules, 

_ showing the details of our computations, are attached. 
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in the event you decide to incorporate, we recommend that you take full advantage of 
section 95A of the Income Tax Act, as assumed in our calculations. This would require 50% 
of the profits earned to be distributed as dividends and a special tax of 15% to be paid 
on the undistributed income. The balance remaining with the company (profits earned minus 
dividends minus the tax paid on the undistributed portion of earnings) will become “tax-paid 
undistributed income”. It may be withdrawn at a later time without being subject to income 
tax in the hands of the recipients. 

The advantage of this procedure for a person in your circumstances cannot be over- 
emphasized. If advantage is not taken of section 95A, the combined incidence of income taxes 
and succession duties arising on the death of a principal shareholder of a closely-held corpora- 
tion may result in the confiscation of almost his entire estate. 

Yours truly, 
SMART & BRIGHT 
Chartered Accountants 
SCHEDULE I 


CALCULATION OF P’s INCOME AND TAX THEREON AS A PARTNER 
Income from partnership 


DYEt ICOMDE BICOF SALOTIOS: ...5.c.c5sc., gocccosecsccdscevestetesests er een $60,000 
Add salaries paid 2 x $12,000 ............0.0.0... Pore ee 24,000 
$84,000 
Pe OrdOn OF GMCOME WOW BS) ooo. csisceccccsscpecsss tiseecescsciecccvorssensassose $42,000 
Investment income 
Interest on Government of Canada bonds 2000..00.0..00.00c.ccceeeeeeeeeeee 600 
MGUPRE SOAR: SEMRGRT TMD CHOU so css cc coceccccavciecccssecscscceccsdstsssoucecivess 500 
PDUORCCTIGS CUT SECTOL OE SEATS oases in5ce55 ss 5si sacs cn edincccadesdascsovesncaces 2,000 
men TRUER SOONER UO ois ccssdce nds ccicdindeanadeassdudeccodsenszeacondes 3,900 7,000 
NINN Sask Ese ak ira aa Le Sa Nae ia $49,000 
Rae NII RUNDE Fo ooo Sere s hss oak ops sbott is sis cen seassaransucensecneesSaenists : 2,000 
OMNIS MINIIE os sescsccdsssoseasedsssasdeasetceavns Pees ees Pec Machinist Wale aces $47,000 


Tax thereon: 


In CII St 5 rhs MD lic tn, Sh Barer Gee tee Seed 16,160 
er Meet 27000 BD SIG oink ceric bpd thawte actaes 3,850 20,010 
Surtax on investment income: 
Series runs GUNN 25 888 0s AS sacs cis adden eae 7,000 
a UMEPUBIDUR cate cre cs an retary satceas Basak eden alee ea caste irencio eee aee. 2,400 
EMRE gee ee a A ee ee ee es weal 4,600 @ 4% 184 
20,194 
Less allowance re dividends 10% of $5,900 ...............cc:cccsecssesseeeees 590 
RNa OR NR cS cans ot ocho curled saka vipa tad ak OAS cise laa saoaeoae $19,604 
——ES 
NSrOOk SNE GE EAS BOVE: 5a. oo 5a csea essen cscssstccpessncsnesecessine eaves $49,000 
ME EONS seties is psn nt styesscarsoongess Pep ie tcts eset i ence Gui cies 19,604 
DOP SONONRY WORE UN BY oo olde csavecsccssdionscricseelse sermon eaicdeiwese $29,396 
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SCHEDULE II 
CALCULATION OF P’s INCOME IF PARTNERSHIP INCORPORATED 


Income of company after salaries of $15,000 for each of P and O but before 
picts’ s SS akclaby $54,000.00 
NN IN ro ci, calc cae esate consonsbuwasons 18,220.00 


Ripper PeenabnE eho ck Seika ks Sind theese! “eee 


Assuming full use of section 95A of the Income Tax Act 
Dividends ................ Rak OR $17,890.00 
Tax on undistributed income at 15% ; rhe Be OE echt 2,683.50 


Tax-paid undistributed income erg nat niasta ena . $15,206.50 


Divagenas to P ..................:2....-. RE ee slacae to oer ee a jf 
Tax-paid undistributed income to P iia a oetorieeetes aS 7,603.25 
Salary to P ..... SRA ahaa ates 15,000.00 
Interest and dividends .. , pS cee tly (isfic tit sce ee ee Aaa 7,000.00 


Total income to P .. B.. $38,548.25 
Taxable income ..................... Ee AM eS ae ae vee. $30,945.00 
Less deductions ............... Les eaenees his PL unig ee Tee 2,000.00 
Net taxable income Bites. inh set sia SIEE GG . $28,945.00 
Tax on $28,945.00 at personal rates ses Gbps iat: Se Oia Oth cele hs ia ee a 
Surtax on investment income of $$15, 945. 00 alopecia a et oye 541.80 


11,174.30 
iS re PRs TL PRI § oie cds Shee cceakt See AR A 1,484.50 


eNO eet a ei a teas ioe tan one ck Liao asa en ete ae $ 9,689.80 


Gross income of P as above ......... i haat enh bet $38,548.25 
DOECS GETEON | ......-cncscccccsccccieses i, bande eth 9,689.80 


Net amount retained by P : $28,858.45 


Editor’s notes: 


(a) Details of sections 31(1) and 36(1) of the Income Tax Act were set out on the final 
page of the examination.. The tax payable by an individual under part (j) of section 31(1) 
is $8,660 plus 50% of the amount by which the amount taxable exceeds $25,000 if the 
amount taxable exceeds $25,000 and does not exceed $40,000; and under part (k), is 
$16,160 plus 55% of the amount by which the amount taxable exceeds $40,000 if the 
amount taxable exceeds $40,000 and does not exceed $60,000. By part (b) of section 
36(1) the tax payable by a corporation is $1,500 plus 38% of the amount by which the 
amount taxable exceeds $10,000 if the amount taxable exceeds $10,000. 

(b) It may be argued that the above solution does not fully explore the possibilities for 
arranging P’s affairs so that the net income after taxes available to P is at the maximum 
level. One might assume different amounts of salary to test the maximum net income. 
For example, using the method of Schedule II above, P’s net income after tax would be 
$29,172.95 assuming salaries to P and O of $20,000 each (instead of $15,000 each). 
However, this net income is still less than that which would be retained by P if the 
partnership form of organization were retained; and it is probable that the salaries allowed 
the company would not exceed $20,000 for each of P and O. 








